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VALUATION OF INVENTORIES FOR TAX PURPOSES 


THE NEW INCOME TAX Act provides 
that in the computation of income the 
property described in an inventory shall 
be valued at its cost to the taxpayer or 
its fair market value or in such other 
manner as may be permitted by regula- 
tion (sec. 14(2)). The Act does not, 
however, offer any definition of “cost” 
or “fair market value’, and to the ac- 
countant the “lower of cost or market” 
formula for valuing stock-in-trade is not 
fixed and unvarying like a chemical 
formula but is adaptable to meet various 
circumstances. The accountant may there- 
fore wonder how the familiar formula 
will be interpreted when incorporated 
into an income tax statute in the language 
of sec. 14(2) above. 


For this reason the article ‘“Valuation 
of Stock-in-Trade in Great Britain’, on 
page 31, reproduced by kind permission 
of the editors of Taxation magazine, the 
well-known British tax publication, is of 
more than casual interest to the Canadian 
accountant and taxpayer. 


The British Act charges to tax the 
annual profits and gains from trade. In 
almost identical language sec. 4 of the 
Canadian Act provides that the income 
from a business or property is the prof- 
it therefrom. The British Act does not, 
however, contain any provision similar 
to sec. 14(2) of the Canadian Act as to 
the method of valuing inventories, and 
in the United Kingdom the annual prof- 
its and gains from trade have in conse- 
quence always been computed in accord- 
ance with commercial and accounting us- 
ages, such being the doctrine laid down 
time and again by the Courts. The article 
on British practice shows that in Great 
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Britain accepted accounting practices as 
to the application of the lower of cost or 
market method of inventory valuation are 
admitted by the Revenue authorities, who 
indeed have no power to reject them. 

Sec. 14(2) of the Canadian Act 
gives the sanction of statute to the ac- 
counting formula for valuing inventory 
at the lower of cost or market; in so do- 
ing it merely states explicitly what is im- 
plicit in the British Act. In both cases 
the results should be the same, and for 
that reason practice in Great Britain 
should carry considerable weight in this 
country where business and accounting 
practices are virtually identical. 

One must bear in mind, however, that 
the Canadian Act specifically permits 
regulations authorising other methods of 
inventory valuation, and no doubt such 
regulations will be issued shortly. If, 
however, accounting and commercial 
principles may be relied on — and they 
have the great weight of British practice 
behind them — it may be said that sec. 14 
(2) of the Canadian Act already gives re- 
cognition to the base stock method, Fifo, 
Average Cost and Lifo, in appropriate 
circumstances, for the determination of 
“cost” under the well-known formula. 

As to “market,” there appears to be 
some divergence between Canadian prac- 
tice and that in Great Britain. In Can- 
ada ‘market’ is ordinarily taken as the 
estimated realisable value less the normal 
gross profit margin applicable to the in- 
ventory whereas in Great Britain it is 
ordinarily taken as being the estimated 
realisable value less the expenses to be 
incurred on disposal. Valuation at re- 
placement price is recognized in Great 
Britain as well as here. 
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“UNDERLYING PRINCIPLES” OF REVENUE LAW 


THE DANGER OF relying upon “‘prin- 
ciples” of law which are somehow or 
other deemed to underlie the taxing 
structure was well exemplified in the 
case of Canadian Eagle Oil Co. Ltd. v. 
The King (1945) 27 Tax Cases, 205, in 
which the House of Lords finally over- 
ruled a judgment of the Court of Ap- 
peal which had stood for over 60 years 
and been applied in practice for that 
length of time by the Revenue officers. 
The question involved, which is not relev- 
ant to the Canadian scheme of taxation, 
was in brief whether dividends paid to 
British residents by a non-resident com- 
pany were tax-exempt to the extent that 
they were paid out of profits upon which 
the company had paid U.K. tax. In 
Gilbertson Vv. Fergusson, 5 Ex. D. 57, 7 
Q.B.D. 562, the Court of Appeal (af- 
firming a Divisional Court) had held 
(in the words of Brett L.J.): “It 
would be so clearly unjust and obviously 
contrary to the meaning of the statute 
that the Government should have the tax 
payable twice over by the same person in 
respect of the same thing, that I should 
say it was a necessary implication that 
that could not be right.” 

Dealing with this “general principle” 
upon which the Court of Appeal relied, 
Viscount Simon said, and these words 
are of extreme value: 


Now there have certainly been cases in 
which some such inference has been drawn 
from particular provisions of the Income 
Tax Acts, as was done, for instance, by 
the House of Lords... in London County 
Council v. Attorney-General [1901] A.C. 
26. But the opinions delivered by Lord 
Macnaghten and Lord Davey in that well- 
known case proceed upon a meticulous 
construction of . . . particular provisions 
and not upon the supposition of any gen- 
eral principle underlying them and re- 
maining unexpressed. No such supposi- 
tion is legitimate. In the words of the 


late Rowlatt J... . ‘In a taxing Act one 
has to look merely at what is clearly 
said. There is no room for any intend- 
ment. There is no equity about a tax, 
There is no presumption as to a tax, 
Nothing is to be read in, nothing is to be 
implied. One can only look fairly at the 
language used.’ — Cape Brandy Syndicate 
v. CLR, (1921) 12 T.C. 358 at p. 366, 
Lord Thankerton, in expressing his 
complete concurrence with Viscount Sim- 
on, added with reference to Brett L.J.’s 
above-quoted statement in Gilbertson's 
case: 

It is clearly beyond the province of the 
Courts either to correct hardship or afford 
justice by an implication which is not 
based on the language of the statute. 
Lord Russell of Killowen said, refer- 

ring to the Gilbertson case: 

In my opinion . . . the decision was 
wrong. It was based upon the view, which 
I think erroneous, that some general prin- 
ciple was to be found in the taxing Act, 
either expressly or by implication, which 
prohibited double taxation . . . Brett LJ. 
calls it ‘the meaning of the statute’, while 
Cotton L.J. speaks of ‘the necessary im- 
plication of the statute’. To exclude the 
power to exact such double taxation you 
must find some provision to that effect. 
Lord Simonds in the course of his 

judgment refers to the “alleged overrid- 
ing principle of revenue law’ upon 
which Gilbertson’s case was decided, 
which he finds to be non-existent. 


It has been said that the common law 
is a wilderness of single instances, and 
more recently by Lord Macmillan that 
“the life-blood of the common law is 
not logic but experience.” The common 
law is not a body of principles but of 
instances which are hammered out upon 
the anvil of actual living facts in the 
refined violence of litigation and it is 
to these, and not to general principles 
of law, that the Courts resort when liti- 
gants seek their arbitrament. 
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VALUATION OF STOCK-IN-TRADE IN GREAT BRITAIN 


Reprinted by permission from “Taxation”, November 20, 1948. 


IT HAS FOR LONG been standard ac- 
counting practice to value stock-in-trade 
at cost price or market value, whichever is 
the lower’. There is, however, still dis- 
agreement among members of the ac- 
countancy profession, and between the 
profession and the Inland Revenue, as to 
the interpretation and application of this 
formula. The problem may be consid- 
ered in five parts: (i) what is cost? (ii) 
what is market value? (iii) how is the 
comparison between cost and market 
value to be applied? (iv) what treatment 
is to be accorded to damaged or obsolete 
stock? and (v) what account, if any, is 
to be taken of overheads? 


Meaning of Cost 

When a trader is concerned with sep- 
arate and clearly identifiable articles such 
as motor-cars or jewellery, there will be 
no difficulty in ascertaining the cost of 
any particular article on hand at the end 
of the sccounting year. In many cases, 
however, particularly with manufacturers 
having stocks of raw materials on hand, 
it is impossible to identify the physical 
bulk of material with any particular pur- 
chase and hence with any particular in- 
voice price. The year will have started 
with a quantity of stock brought forward 
from the previous year, and various pur- 
chases will have been made during the 
year, possibly at widely varying prices 
in a time of monetary instability. All 
these batches of material, identical save 
as to price, will have been dumped in 
the same store, and drawn on as required 
for the productive process. No exact 
evaluation of cost is possible unless each 
purchase is kept in a separate container. 
As this is rarely done, various methods 
of estimating cost are used, of which the 
following are the most important: 

(4) ‘Base stock’ method: this is fa- 
voured where a certain quantity of raw 
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material is always locked up in the pro- 
ductive process, i.e. it is required to 
clothe the machines and, though con- 
stantly changing in identity, may never- 
theless be regarded as fixed capital. This 
quantity or ‘base’ of stock is valued at a 
fixed price adhered to permanently. The 
remainder of the stock is valued by one 
of the methods mentioned below. The 
base stock method has been admitted by 
the Revenue for a few concerns, e.g. in 
leather tanning and cotton spinning, but 
the Revenue resist its extension to other 
concerns or other industries. 

(4) First in, first out (FIFO): issues 
from stock are assumed to come from 
the oldest batch of stock still held; stock 
at any date is valued as though it con- 
sisted of the most recent deliveries. This 
has the effect of maximising book profits 
at a time of rising prices, and of mini- 
mising book profits at a time of falling 
prices, i.e. it accentuates fluctuations in 
the level of profits caused by successive 
periods of inflationary and deflationary 
conditions. 

(c) Last in, first out (LIFO): issues 
from stock are assumed to come from the 
most recent deliveries; this has the ad- 
vantage from a costing point of view of 
charging out materials at current prices. 
Stock-in-trade is valued as though it is 
drawn from the oldest possible deliver- 
ies, and will thus bear a low value at a 
time of rising prices, and a high value at 
a time of falling prices; this means that 
LIFO has the additional advantage of 
tending to iron out fluctuations in the 
level of profits caused by the trade cycle. 

(d) Average price: this is a compro- 
mise between LIFO and FIFO; issues for 
costing purposes are priced at an average 
price computed at intervals depending on 
the rapidity of price fluctuations. Clos- 
ing stock is valued at the average price 
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of opening stock plus purchases during 
the year. The Revenue authorities rare- 
ly inquire which of methods (4), (¢) or 
(d) is in use. If they do take an in- 
terest in the matter, their main require- 
ment is that the trader shall be consist- 
ent, for considerable manipulation of 
taxation results would be possible by 
successive changes from one basis to an- 
other. The Revenue preference is for 
average price. 


(e) Replacement cost: a further 
method is to value stocks at current re- 
placement cost. This is attractive to the 
economist, but to the prudent business 
man it has disadvantages more extreme 
than those of FIFO. 


Meaning of Market Value 

As the cost of a given quantity of 
stock can be shown to have at least five 
different meanings, it is not surprising 
that more than one meaning may legiti- 
mately be attributed to market value. 
Many traders or manufacturers buy their 
goods in a different market from that in 
which they sell. At any time, therefore, 
they have two current market prices for 
their goods, (@) the price in the market 
in which they buy, i.e. replacement cost, 
and (4) the price in the market in which 
they sell, i.e. realisable value. The 
second will normally be higher than the 
first, the difference being an element in 
the profit of the undertaking. The ques- 
tion arises as to which is to be taken in 
applying the cost or market formula. If 
replacement value is below cost but rea- 
lisable value is still above cost, the 
trader will still make a profit on the 
goods on selling them at the prices rul- 
ing at the balance sheet date, though the 
profit will be smaller than he expected 
when the goods were bought. If, how- 
ever, realisable value is also below cost, 
the trader will suffer an actual loss on 
selling the goods. It appears, there- 
fore, that it is only justifiable to take 
market value as being below cost when 
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the realisable value is below cost, since 
only then is there an anticipated loss for 
which provision should be made. If re. 
placement value is below cost, but rea- 
lisable value is above cost, there is no 
anticipated loss; to write down stock in 
this case is not to make provision for a 
loss but to create a reserve for equalisa- 
tion of profits. Where these two market 
values exist, the Revenue insist on rea- 
lisable value being the one used in ap- 
plying the cost or market formula. In 
many cases, however, there is only one 
market value. Thus in the case of a 
manufacturer whose raw materials are 
still in the raw state, he can only realise 
them by selling back to dealers in those 
materials or to other manufacturers, i.e. 
his realisable value is the same as his re- 
placement value, since the market is the 
same; it may even be that the realisable 
value is lower since he would be handi- 
capped as a seller in that market by lack 
of contacts and experience. The Institute 
recommendation on stock valuation fav- 
ours the use of realisable value but does 
not rule out the use of replacement value 
in appropriate cases. 


‘Global’ or ‘Pick-and-Choose’ Methods 


In applying the formula, one has to 
decide whether (2) to value all the stock 
at cost and all at market value, taking the 
smaller of the two totals (global meth- 
od) or (4) to take the smaller of cost 
or market value for each individual item, 
aggregating the results (pick-and-choose 
method). At the present time (4) is 
the usual accountancy practice, while the 
Revenue are contending in many cases 
for the adoption of (4). The function 
of the credit for closing stock in the 
trading account is to eliminate from the 
trading results of one period the cost of 
stock purchased in that period for sale 
in a subsequent period; this is clearer 
if the trading account is drawn up to 
show ‘cost of goods sold’. Any departure 
from cost in the closing stock item in- 
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troduces a fresh consideration, viz. pro- 
vision for a loss which is expected to be 
incurred on sale of the stock in a sub- 
sequent period. This is not strictly part 
of the trading operations of the first 
period, and there are good arguments 
for suggesting that closing stock in the 
trading account should invariably be at 
cost and that any reserve for future losses 
should be made by an appropriation of 
profit (see, for example, a recommen- 
dation of the Incorporated Accountants’ 
Research Committee, ‘Measurement of 
Profit III’, November, 1945). This sug- 
gestion has not yet gained general ac- 
ceptance, and is not to be found in the 
Institute recommendation. 


In practice, for tax purposes, the use 
of the cost or market formula is permit- 
ted notwithstanding that, in general, pro- 
visions for unrealized losses are not al- 
lowed. If the pick-and-choose method 


is adopted, unrealised losses on stock that 
has fallen in value are taken into account, 
but unrealised profits on good stock are 
left out. If the global method is adopt- 
ed, stock is written down below cost only 
if the total unrealised losses exceed the 
total unrealised profits, and only the 


difference is deducted from cost. Thus 
a global valuation allows a writing-down 
below cost smaller than is allowed by a 
pick-and-choose valuation, and in general 
only allows a writing-down at all in times 
of slump. 


The Revenue view is that, in law, there 
is no justification for allowing an un- 
realised loss at all; and that if, in prac- 
tice, such a provision is to be allowed, 
it should be confined to a net figure after 
setting off unrealised gains. This argu- 
ment seems to be based on the inaccurate 
assumption that the admission of the cost 
or market formula is a Revenue conces- 
sion. For a true appreciation of the 
Revenue powers one must consider first 
principles. It has been laid down in 
many leading cases that in computing 
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trade profits the Revenue must follow 
sound commercial practice, save where 
the Income Tax Acts provide to the con- 
trary (see, e.g. Lord Parker in Usher's 
Wiltshire Brewery v. Bruce (HLL.) 
[1914] 6 T.C. 399). There is nothing 
in the Income Tax Acts requiring the 
cost or market formula to be applied 
globally. It follows that the Revenue 
are bound by sound commercial practice 
in the matter, which is undoubtedly to 
use the pick-and-choose method. 

An isolated attempt to deal with the 
matter by legislation will be found in 
the E.P.T. terminal provisions, where a 
claim in respect of losses of stock held 
on 31st December, 1946, must be based 
on global valuations. 


Damaged and Obsolete Stock 

The Revenue admit that these items 
are in a category by themselves and may 
be dealt with outside the global treatment 
of normal stock. A similar recognition 
will be found in the E.P.T. terminal 
provisions. No objection is made by the 
Revenue to the valuation of these items 
at what they may be expected to fetch. 
The theory behind this seems to be that 
the loss on these stocks is incurred not 
when they are sold for what they will 
fetch but when the damage or change 
in fashion occurs. 


Overheads 


When stock at the end of the year in- 
cludes partly processed materials, the 
valuation of these will require careful 
consideration. Bearing in mind that the 
purpose of the stock item is to eliminate 
purchase and expense debits relating to 
goods sold in a succeeding period, one 
sees that the valuation of partly pro- 
cessed materials should be at cost plus 
the cost of work done on them. The 
addition of the direct labour cost of work 
done occasions little argument. The 
Revenue, however, often press for a fur- 
ther addition for overheads. The justi- 
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fication of this is debatable; certainly it 
is an unwise step to take from the point 
of view of prudent accounting. From 
a taxation standpoint the Revenue argue 
that the factory and administrative over- 
heads of the year were incurred for the 
benefit of the whole of the work done 
in that year, both work done on goods 
sold, and work done on goods unsold, 
and that part of the overheads should 
therefore be added to the valuation of 
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work in progress. It may be argued on 
the other hand that the whole of the 
overhead expenses incurred in any year 
are incurred in order to carry out trading 
operations during that year and are prop- 
erly chargeable as trade expenses of that 
year. A compromise can often be 
achieved on the lines of including a pro- 
portion of variable overheads in work in 
progress, but excluding all fixed over- 
heads. 


IN PARLIAMENT 


Feb. 3 

J. H. Blackmore (S.C., Lethbridge): Will 

the minister give a clear and comprehens- 

ive definition of the expression “basic herd” 

as it is to be used in the computation of 

income tax by stock raisers during the year 
1949? 


J. J. McCann (Minister of National Rev- 
enue): The department's definition of “basic 
herd” is contained in directive No. 230, 
made public on Nov. 17, 1948. Representa- 
tions for the modification of this directive 
have since been received, and are now under 
active consideration. 


Feb. 4 

Stanley Knowles (C.C.F., Winnipeg North 

Centre) moved for leave to introduce Bill 
No. 10, to amend the Income Tax Act. 


Mr. Knowles: The purpose of this amend- 
ment is to remove in part the restrictions 
as to secrecy imposed by sec. 121 of the 
ITA, which as it stands at present can have 
the effect of preventing a minister of the 
crown from giving the Senate or the House 
such information as it might be perfectly 
legitimate to ask for and obtain. No change 
is made by this Bill in the matter of infor- 
mation obtained from personal income tax 
returns. Such information must still be 
kept secret... . On the other hand, this 
amendment would make it possible to make 
public any information respecting corpora- 
tions obtained by the income tax division . . 

Feb. 16 

J. G. Diefenbaker (P.C., Lake Centre): 
How many income tax investigators and as- 
sessors are there in each province? 

Mr. McCann: There are no income tax 
investigators employed by the taxation divi- 
sion. As of January 31, 1949, the follow- 
ing are the total corporation and individual 
assessors by provinces: P.E.I. 12; N.S. 56; 
N.B. 44; Que. 539; Ont. 899; Man. 135; 
Sask. 89; Alta. 154; B.C. 158. Total 2,186. 


J. G. Diefenbaker: How many assessors 


of income tax are there in each of the prov- 
inces operating in the primary producers 
division of the DNR? 

Mr. McCann: The primary producers sec- 
tion dealing with income tax returns of 
farmers, fishermen, fur trappers and allied 
occupations, has assessors located as fol- 
lows [Mr. McCann also gave the number 
used to make investigations in the field; 
these figures are given in parentheses]: 
P.E.I. 7 (6); N.S. 9 (6); N.B. 11 (6); Que. 
22 (13); Ont. 95 (55); Man. 36 (28); Sask. 
69 (28); Alta. 50 (22); B.C. 12 (5). Total 
311 (169). 

Feb. 18 

G. K. Fraser (P.C., Peterboro West): 
Press reports indicate that the U.S. has de- 
tailed one of its agents at the embassy in 
Ottawa to help U.S. citizens with their in- 
come returns. Has the minister's depart- 
ment done the same thing in the U.S.? 

H. A. Cruickshanks (Lib.): I wish they 
would help me to pay mine. 

J. J. McCann: We have never had any re- 
quest for. such an officer. 

Feb. 21 

E. G. Hansell (Social Credit, Macleod): 
When will the income tax appeal board be- 
gin its sittings, and what procedure would 
be required of applicants: Will the minister 
also indicate the method by which the 
board will inform the public where and 
when they will be in various localities? 

. J. McCann: The income tax appeal 
board is already set up, and is functioning 
to the extent that regulations are being 
drawn up under which the board will act. 
The office of the board will be on Mac- 
kenzie Avenue. ... 

W. Bryce (C.C.F., Selkirk): What ar- 
rangements have been made to have the... 
board sit in the provinces in the west: Is 
it to sit only in Ottawa? 

Mr. McCann: It is the intention of the. . 
board to hold sittings from time to time in 
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different parts of the country, but an itin- 
erary has not yet been arranged. 
Feb. 22 

C. W. Hodgson (P.C., Victoria, Ont.): 
Will [the Minister] consider exempting 
from income tax the cost to diabetics of 
insulin, needles and other supplies necessary 
for their treatment? 

D. Abbott (Minister of Finance): I shall 
give consideration to that question—along 
with several hundred others I have received 
in recent weeks. 


Feb. 24 

G. K. Fraser (P.C., Peterboro West): Can 

the Minister of Nat. Rev. explain to the 

House what is meant by the press comment 

of this morning that a new tax computation 

or new tax set-up is to be established for 
farmers? 








School for Assessors 
(Ottawa, Please Note) 


The Inland Revenue Department [in 
Britain] has training centres in London and 
the principal provincial cities. Income-tax 
officials are sent to these centres for instruc- 
tion at certain periods of their career. 
“Taxes”, the journal of the Inland Revenue 
Staff Federation, has published an article 
dealing with the work of the London Taxes 
Training Centre. This centre was opened in 
August, 1945. It occupies premises in Finch- 
ley Road. There are 11 lecture rooms and 
about 130 students a week attend the centre. 
The chief function of the training centre is 
to undertake the tuition of tax officials in 
their early years of service. Members of 
the tax officer grade spend a number of 
separate weeks at the centre during their 
first year or two in the grade. In addition, 
the training centre provides tuition for the 
Preliminary and Commission examinations 
for the Tax Inspectorate. A course in man- 
agement and supervision for senior officers 
is also conducted. The total tutorial staff 
is 18; of these 8 are members of the Tax 
Inspectorate and 10 are senior members of 
the taxes clerical staff. Short films are used 
for tutorial purposes, and also a good deal 
of printed material is provided for students. 


The taxes training centres in the big pro- 
vincial cities are fulfilling similar functions. 
The provision of training centres for teach- 
ing the law and practice of income-tax to 
members of the Inland Revenue Department 
is a post-war innovation. The fact that the 
London centre has a tutorial staff of 18, and 
that as many as 130 students per week are 
being trained at the centre, shows that this 
task of training staff is being very thorough- 
ly undertaken in the Inland Revenue. — 
Taxation, February 5, 1949. 
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Mr. McCann: I did not see the report, but 
I shall take the hon. gentleman’s question 
as notice. 

G. Graydon (P.C., Peel): If I may ask a 
supplementary question, has the Minister 
any comment to make with respect to the 
brief submitted yesterday by the Canadian 
Federation of Agriculture? 

Mr. McCann: I have no comment to make, 
other than that the directive in reference 
to basic herds is being given reconsideration. 

E. D. Fulton (P.C.): I should like to ask 
a question arising out of the answer the 
minister has just given to the hon. member 
for Peel (Mr. Graydon). Will the minister 
say whether he will extend beyond April 1, 
1949, [sic], the time for filing returns? 

Mr. McCann: That is a matter to which 
we will give consideration. 


Readers’ Queries 


The Trapp Case 

Winnipeg, February 3, 1949 
Sir: With reference to your remark on p. 7 
of The Tax Review that the Trapp case 
has not been followed in practice, it has 
been our experience that the Winnipeg Dis- 
trict Income Tax Office is using the Trapp 
decision at every possible opportunity. This 
is not the only instance of divergence in 
assessing practice between different District 
Offices, and as a number of our clients — 
corporations — may have been the victims 
of discrimination — which could continue 
up to and including their 1948 taxation year 
ends, we would be interested to know if 
other District Offices are not applying such 
decision. In several cases we have succeeded 
in having the interest disallowances reversed 
on appeals to the Minister, but the fact re- 
mains that the Trapp decision is being ap- 

plied by the assessors. 
PETITOR 


Reply: There are always exceptions which 
prove the rule, but in the Toronto District, 
which is the largest in Canada, it is the 
rule that the Trapp case is not being ap- 
plied by the assessors. Nevertheless it must 
be admitted that however disastrous would 
be the effect of applying the Trapp decision 
universally, an assessor has every legal jus- 
tification for so doing in any particular case, 
and a taxpayer really has no recourse if in 
his particular case the assessor does so. 
Divergencies in assessing practice and dis- 
crimination between taxpayers will doubtless 
become less now that appeals to an inde- 
pendent tribunal are feasible. 
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RECENT TAX CASE 


Bower v. Minister of National Revenue 
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(Exchequer Court of Canada, Thorson P., January 31, 1949) 


Profession — Meaning of — Optometrist — Whether profits from practice 
exempt — Combination of professional and commercial activity — Severance 
of profits — Excess Profits Tax Act, 1940, c. 32, sec. 7(b) 


Bower was assessed to excess profits 
tax upon the profits from his practice as 
an optometrist at Humboldt, Sask., in 
1940 and 1941. He was a registered 
member of the provincial optometric as- 
sociation and regularly attended various 
refresher courses in optometrical sub- 
jects. His office, consisting of a waiting 
room, a refracting room and a labora- 
tory, was on the main street; he had a 
sign in his window and a neon sign out- 
side. Prior to 1941 fitting sets were dis- 
played in the window but not since. He 
did not advertise or indicate prices of 
frames or mountings. He published 
small professional cards in the local 
papers, and glasses cases and reminder 
cards sent to former patients bore his 
mame and address. Persons coming to 
him were eye-tested with the aid of vari- 
ous instruments; if glasses were required 
he prepared a prescription and accurately 
fitted a proper frame or mounting to the 
patient. He did not grind lenses, but 
did all the other work necessary to fit 
them to the frame and mounting. His 
final step was to verify that the finished 
glasses accurately filled the prescription. 
For this work an all-inclusive fee was 
charged; it was not broken down in any 
way. For an additional pair of glasses 
a lesser charge was made. He did not 
sell goggles, binoculars or other similar 
articles or make up prescriptions for doc- 
tors or other optometrists. The opto- 
metric association to which he belonged 
had a provincial charter and disciplinary 
powers; it had a code of ethics, provided 
refresher course, limited advertising by 
its members and barred them from locat- 
ing their offices with access from merch- 
andising establishments. 

In his income tax returns for 1940 and 
1941 Bower reported his total fees 


charged under the heading ‘merchandise 
sold”, and in collecting the 2% provin- 
cial tax on goods sold it appeared that he 
computed the tax on the amount of his 
total fee to each customer less a sum of 
$3 in each case. 


Bower appealed from the assessments, 
contending that he was not liable to ex- 
cess profits tax in virtue of sec. 7(b) of 
the Excess Profits Tax Act, 1940, c. 32: 

7. The following profits shall not be 

liable to taxation under this Act: 

(b) the profits of a profession carried 
on by an individual or by indi- 
viduals in partnership if the profits 
of the profession are dependent 
wholly or mainly upon his or their 
professional qualification and if in 
the opinion of the Minister little 
or no capital is employed .... 


Held: the appeals must be dismissed. 
Appellant failed to satisfy the onus upon 
an appellant of establishing that the as- 
sessment appealed from is erroneous in 
fact or in law, which, where an exemp- 
tion is claimed, requires proof of compli- 
ance with every condition prescribed, 
viz., in the present case, (1) that he 
was carrying on a profession, (2) that 
the profits sought to be charged were 
the profits of such profession, and (3) 
that such profits were dependent whol- 
ly or mainly upon his personal quali- 
fications. All these were questions of 
fact. (It was agreed that little or no 
capital was employed.) 

1. While the functions of an optom- 
etrist, viz., examining eyes and prescrib- 
ing corrections, were of a professional 
character, those of an optician, viz., the 
fashioning of lenses and the assembly of 
frames and mountings, were commercial 
in character, and the combination of the 
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two activities did not constitute the carry- 
ing on of a profession. It followed that 
the profits sought to be charged were not 
the profits of a profession within the 
meaning of sec. 7(b). [C.J.R. v. Maxse 
[1919] 1 K.B. 647; Currie v. C.LR. 
[1921] 2 K.B. 332; Webster v. C.LR. 
[1942] a A.E.R. 517; Carr v. CLR. 
[1944] 2 A.E.R. 163; Neild v. C.LR. 
[1948] 2 A.E.R. 1071, discussed and ap- 
plied]. 

2. Moreover, the profits in question 
were not wholly or mainly dependent up- 
on appellant’s personal qualifications. 
Appellant both rendered professional ser- 
vices for which he received a fee and 
sold glasses on which he made a substan- 
tial profit; his own records showed that 
he fixed the fee for professional services 
at $3 and that the balance of the amount 
charged to a customer represented the 
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price charged for the glasses. Only to 
the extent that appellant’s profits came 
from his professional services could it be 
said that they depended upon his per- 
sonal qualifications. 

3. The profits from appellant's profes- 
sional services could not be severed from 
his profits from his commercial activities. 
This course was only applicable where 
there were separate businesses the profits 
whereof were severable, which was not 
the case here. While appellant's pro- 
fessional fees might be ascertained, it 
would not be possible correctly to allo- 
cate his expenses between his two activi- 
ties. Moreover there was only one busi- 
ness. [C.I.R. v. Wm. Runson & Son 
Lid. [1918] 2 K.B. 709; C.I.R. v. Maxse 
[1919] 1 K.B. 647; Neild v. C.LR. 
[1948] 2 A.E.R. 1071, considered. ] 
Appeals dismissed. 


P.C. 150, January 18, 1949 


HIS EXCELLENCY the Governor Genera! in Council, on the recommendation 
of the Minister of National Revenue and under the authority of sec. 106 of the 
Income Tax Act, 1947-48, c. 52, is pleased to order as follows: 

1. The attached regulations entitled “The Income Tax Regulations, Part I,” are 
hereby made and established, effective January 1, 1949; and 

2. The attached regulations entitled “The Income Tax Regulations, Part II,” 
are hereby made and established. 





P.C. 347, January 27, 1949 


Canada Gazette, Feb. 9, 1949. 


HIS EXCELLENCY the Governor General in Council, on the recommen- 
dation of the Minister of National Revenue and under the authority of sec. 106 of 
the Income Tax Act, 1947-48, c. 52, is pleased to make the attached regulations 
entitled “The Income Tax Regulations, Parts III, IV, V, VI and VII", effective for 
the 1949 and subsequent taxation years, and the said regulations are hereby made 
and established accordingly. 





Sec. 100 
100. (1) In this Part and in Schedule 
A* to these Regulations, 


*Schedule A* to the Regulations is a Table 
of Tax Deductions, and is not reprinted in 


PART I 
Tax DEDUCTION 





Canada Gazette, Feb. 9, 1949. 


(4) “employee” means any person re- 
ceiving remuneration; 
(4) “employer” means any person pay- 


The Tax Review. The Table may be ob- 
tained at any Income Tax office.—Ed. 
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ing remuneration; 
“exemptions” means the aggregate 
of the deductions to which an em- 
ployee claims to be entitled under 
sec. 25 of the Act, as shown on the 
return filed with the employer in 
accordance with the provisions of 
sec. 112(2) of the Act; 
“remuneration” includes salary or 
wages, a superannuation or pen- 
sion benefit (including an annuity 
payment made pursuant to or un- 
der a superannuation or pension 
fund or plan), a retiring allow- 
ance and director’s fees. 

(2) In Schedule A* to these Regula- 

tions, “income” means “remuneration” 

as defined in subsec. (1) of this section. 


Sec. 101 


101. For the purposes of this Part, 
where an employer retains from a pay- 
ment of remuneration an amount con- 
tributed by the employee to or under 
an approved superannuation fund or 


plan, the balance remaining after de- 
ducting the amount retained shall be 
deemed to be the amount of remunera- 
tion paid. 


Sec. 102 

102. (1) Except as otherwise provided 
in this Part, the amount to be deducted 
under sec. 44(1) of the Act shall be de- 
termined in accordance with the Table 
of Tax Deductions set forth in Sched- 
ule A* to these Regulations, having re- 
gard to the amount of remuneration 
paid to an employee, the length of the 
pay period and the employee’s exemp- 
tions. 

(2) Where the pay period is not one 
for which provision is made in Sched- 
ule A, the amount to be deducted shall 
be as the Minister may determine. 


(3) In lieu of making the deductions 
in accordance with subsec. (1) an em- 
ployer may, with the approval of the 
Minister, make a deduction from each 
payment equal to that proportion of 
the payment that the tax on the esti- 
mated total annual remuneration of the 


*See footnote on page 37. 
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employee, calculated at the prevailing 
rates, is of the estimated total annual 
remuneration. 


Sec. 103 


103. (1) Where a payment in respect 
of a bonus or retroactive increase in 
remuneration is made to an employee 
whose total remuneration (including 
the bonus or retroactive increase) will 
not exceed $5,000 in the calendar year, 
the employer may deduct 15 per cent of 
such payment in lieu of the amount 
determined under Schedule A*; pro- 
vided that if such total remuneration 
does not exceed the employee’s exemp- 
tions no deduction need be made from 
such payment. 

(2) Where a payment in respect of a 
bonus or retroactive increase in remun- 
eration is made to an employee whose 
total remuneration (including the 
bonus or retroactive increase) will ex- 
ceed $5,000 in the calendar year, the 
amount to be deducted is 


(a) the amount determined under 
Schedule A* in respect of an as- 
sumed remuneration equal to 
(i) the regular remuneration, plus 
(ii) an amount equal to the lum 

sum payment divided by the 
number of pay periods in the 
year 

minus, 

(4) the amount determined under 
Schedule A* in respect of the reg- 
ular remuneration 

multiplied by 

(c) the number of pay periods in the 
year. 

(3) For the purposes of this section a 

payment described in sec. 34 of the Act 

shall be deemed to be a bonus unless 
the employee elects that the deduction 
be that proportion of the payment that 

(a) the total of the deductions made 
under sec. 44 of the Act in the last 
complete calendar year of the em- 
ployee’s employment 

is of 

(4) the total remuneration received by 
the employee during such calendar 
year. 
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Sec. 104 

104. (1) Every person making a pay- 
ment in respect of services rendered in 
Canada by a non-resident, otherwise 
than in the course of regular and con- 
tinuous employment, shall deduct 15 
per cent of such payment. 

(2) Where an amount is determined in 
accordance with sec. 102(1) of these 
Regulations is not applicable. 


Sec. 105 


105. (1) No deduction need be made 
under sec. 44(1) of the Act in respect 
of 

(a) an employee who, if fully em- 

ployed for the balance of the calen- 
dar year at his current rate of re- 
muneration, would not receive in 
such year total remuneration in ex- 
cess of exemptions; 
a married woman employed sea- 
sonally or temporarily for a total 
period in the calendar year not ex- 
ceeding six months and who will 
not receive a total remuneration in 
such year in excess of $750; 

(¢) a student at a school or university 
employed only on seasonal or 
part-time work or in a temporary 
capacity and who will not receive 
total remuneration in the calendar 
year in excess of $1,500 if such stu- 
dent is a married person, or $750 
if he is an unmarried person; 
an employee engaged solely in do- 
mestic service in a private home at 
a rate of remuneration not exceed- 
ing $5 per day and who will not 
receive total remuneration in the 
calendar year in excess of $750; 

(e) an employee actually engaged in 
agriculture at a rate of remunera- 
tion not exceeding $5 per day if 
he is an unmarried person who 
will not receive total remuneration 
in the calendar year in excess of 
$750, or $7.50 per day if he is a 
married person who will not re- 
ceive total remuneration in the 
calendar year in excess of $1,500; 
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(f) an employee who is a resident of 
the United States of America 
temporarily employed in Canada 
for a period or periods not exceed- 
ing a total of 90 days in the calen- 
dar year and whose total remuner- 
ation from employment in Canada 
will not exceed $1,500 in such 
year. 

(2) Subsec. (1) of this section shall 

not apply unless the employee files with 

the employer a return in prescribed 
form. 


Sec. 106 


106. Where the Minister is satisfied 
that the amount otherwise to be de- 
ducted would constitute an undue hard- 
ship, he may determine the amount, 
if any, to be deducted. 


Sec. 107 

107. The return required under the 
provisions of sec. 112(2) of the Act 
shall be filed with the employer when 
the employment commences and a new 
return shall be filed within 7 days of 
the date on which a change occurs in 
the deductions to which the employee 
is entitled under sec. 25 of the Act. 


Sec. 108 

108. (1) In lieu of the time prescribed 
in sec. 44(1) of the Act, amounts de- 
ducted or withheld under the provi- 
sions of the said subsection shall be 
paid to the Receiver General of Canada 
on or before the seventh day of the 
month next succeeding the month in 
which the employer paid the remunera- 
tion. 

(2) Where an employer has ceased to 
carry on business, any amount deducted 
or withheld under sec. 44(1) of the 
Act that has not been paid to the Re- 
ceiver General of Canada shall be so 
paid within 7 days of the day when the 
employer ceased to carry on business. 
(3) Payments made to the Receiver 
General under sec. 44(1) of the Act 
shall be accompanied by a return in 
prescribed form. 
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PART II 
INFORMATION RETURNS 


Sec. 200 
200. Every person who has made pay- 
ments described in sec. 44(1) of the 
Act shall make a return in prescribed 
form in respect of the payments so 
made. 


Sec. 201 

201. (1) Every person who has paid 
dividends shall make a return in pre- 
scribed form in respect of such divi. 
dends. 

(2) For the purposes of this section, 
“dividends” shall include stock divi- 
dends, amounts deemed by the Act to 
be dividends and payments in respect 
of an allocation in proportion to pat- 
ronage. 


Sec. 202 

202. (1) Every debtor who has paid 
interest on fully registered bonds or 
debentures shall make a return in pre- 
scribed form in respect of the interest 
so paid. 

(2) Every person authorized by law to 
receive deposits shall make a return in 
prescribed form in respect of interest 
paid or credited thereon. 


Sec. 203 

203. (1) Every person receiving inter- 
est or dividends as nominee or agent 
for some other person, whether or not 
such other person is resident in Canada, 
shall file a return in prescribed form. 
(2) The return required under this 
section shall be filed on or before the 
end of the month next succeeding the 
month in which the interest or divi- 
dends were received. 


Sec. 204 


204. (1) Every person having the con- 
trol of, or receiving, income, gains or 
profits in a fiduciary capacity shall make 
a return in prescribed form in respect 
thereof. 

(2) The return required under this 
section shall be filed each year on or 
before March 31 and shall be in respect 
of the preceding calendar year. 


Sec. 205 
205. (1) All returns required under 
this Part shall be filed with the Minis- 
ter without notice or demand and, un- 
less otherwise specifically provided, on 
or before the last day of February in 
each year and shall be in respect of the 
preceding calendar year. 
(2) Where a person, who is required 
to file a return under this Part, dis- 
continues his business or activity, the 
return shall be filed within one week 
of the day of the discontinuance of the 
business or activity and shall be in re- 
spect of any calendar year or a portion 
thereof prior to the discontinuance of 
the business or activity for which a re- 
turn has not previously been filed. 


Sec. 206 
206. (1) Where a person, who is re- 
quired to make a return under this 
Part, has died, such return shall be filed 
by his legal representatives within 90 
days of the date of death and shall be 
in respect of any calendar year or a 
portion thereof prior to the date of 
death for which a return has not prev- 
iously been filed. 
(2) Every trustee in bankruptcy, as- 
signee, liquidator, curator, receiver, 
trustee or committee and every agent 
or other person administering, manag- 
ing, winding-up, controlling or other- 
wise dealing with the property, busi- 
ness, estate or income of a person who 
has not filed a return as required by 
this Part shall file such return. 

Sec. 207 
207. (1) An ownership certificate com- 
pleted under sec. 116 of the Act shall 
be delivered to the debtor or encashing 
agent at the time the coupon, warrant 
or cheque is negotiated. 
(2) The debtor or encashing agent to 
whom an ownership certificate has been 
delivered shall forward it to the Min- 
ister on or before the end of the month 
next succeeding the month in which 
the coupon, warrant or cheque was ne- 
gotiated. 
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PART III 


CAPITAL ELEMENT OF ANNUITY PAYMENTS 


Sec. 300 
300. (1) For the purposes of sec. 
11(1)(i) of the Act, if an annuity is 
paid under a contract the amount 
deemed to be a return of capital is that 
proportion of each annuity payment 
that the consideration or purchase price 
of the contract is of the total of the 
payments 
(a) to be made under the contract, in 
the case of a contract for a term 
of years certain, or 
(b) expected to be made, in the case 
of a contract under which the con- 
tinuation of the payments depends 
in whole or in part on the survival 
of a person. 


For the purposes of this section, 
where the continuance of the pay- 
ments under any contract depends 
on the survival of a person, the (c) 
table of mortality known as the 
1937 Standard Annuity Table as 
published in Volumes XXXIX 
and XL of the Transactions of the 
Actuarial Society of America shall 
be used in computing the pay- 
ments expected to be made under 
the contract, calculations being 
based on complete expectations of 
life, and Gompertz’s Law of Mor- 
tality shall be deemed to apply 
throughout the Table; 

where the annual payments com- 
mence on the expiry of a term of 
years or on the death of any per- 
son, then, the consideration for the 
contract shall be taken to be the 
lump sum, if any, which the per- 
son entitled to the said annual 
payments might have accepted in 
lieu thereof, or the sum ascertain- 
able from the contract as the pres- 
ent value of the annuity at the 
date the payments commence, and 
where there is no such sum, then, 
the consideration shall be taken to 


(i) in the case of a contract issued 
by the Annuities Branch of 
the Dominion Department of 
Labour, the premium or 
premiums paid accumulated 
with interest at the rate of 4 
per cent per annum to the 
date of expiry of the said 
term of years; and 

(ii) in the case of other contracts, 
the present value of the said 
payments computed, as at the 
date the payments commence, 
on the basis of a rate of in- 
terest of 4 per cent per an- 
num, and, where the pay- 
ments depend on the survival 
of a person, eon of 
survival according to the said 


table of mortality; 


where the continuance of the an- 
nual payments under any contract 


depends on the survival of a per- 
son, the age of that person on any 
date as of which a calculation is 
being made shall be determined 
by subtracting the calendar year of 
his birth from the calendar year 
in which such date occurs; and 


where the continuance of the an- 
nual payments under any contract 
depends on the survival of a per- 
son, and where, in the event of 
the death of that person before the 
annual payments aggregate a 
stated sum, the contract provides 
that the unpaid balance of the 
stated sum shall be paid, either 
in a lump sum or instalments, 
then, for the purpose of determin- 
ing the expected term of the con- 
tract, the contract shall be deemed 
to provide for the continuance of 
the payments thereunder for a 
minimum term certain equal to the 
nearest integral number of years 
required to complete the payment 
of the stated sum. 





The TAX REVIEW 


[1949] 


PART IV 


CONSOLIDATED RETURNS 


Sec. 400 


400. Election by a corporation to file 
a return in accordance with sec. 75(1) 
of the Act shall be made by forwarding 
by registered mail to the Deputy Min- 
ister of National Revenue for Taxation 
at Ottawa the following documents in 
duplicate: 
(a) a letter stating that the corpora- 
tion elects to file a consolidated 
return as provided in sec. 75 of 
the Act; 
a certified copy of the resolution 
of the directors of the corporation 
authorizing the election to be 
made; and 
(c) a certified list showing, for each 
corporation affected, 


©) 


(i) the address of head office, 
(ii) the date on which the taxation 
year ends, and 
(iii) the general class of business 
engaged in. 


Sec. 401 
401. Election to file a consolidated re- 
turn under sec. 75 of the Act shall be 
revoked by forwarding by registered 
mail to the Deputy Minister of Nation- 
al Revenue for Taxation at Ottawa the 
following documents in duplicate: 
(a) a letter stating that the — 
tion revokes its election, an 
(4) a certified copy of the resolution 
of the directors of the corporation 
authorizing revocation of the elec- 
tion. 


PART V 


NON-RESIDENT-OWNED INVESTMENT CORPORATIONS 


Sec. 500 

500. Election by a corporation to be 
taxed under sec. 63 of the Act shall 
be made by forwarding by registered 
mail to the Deputy Minister of Na- 
tional Revenue for Taxation at Ot- 
tawa the following documents in dupli- 
cate: 


(a) a letter stating that the corporation 
elects to be taxed under the said 
sec. 63, 


1) 


a certified copy of the resolution 
of the directors of the corporation 
authorizing the election to be 
made, and 


a certified list showing 

(i) the names and addresses of the 
registered shareholders and 
the number of shares of each 
class held by each, 

(ii) the names and addresses of the 
holders of the corporation's 
bonds, debentures, or other 
funded indebtedness, if any, 
and the amounts of the par 


values of same held by each 
person, and 

(iii) the names and addresses of 
the beneficial owners of 
shares, bonds, debentures, or 
other funded indebtedness in 
cases where the registered 
shareholder, or the holder, as 
the case may be, is not the 
beneficial owner. 


Sec. 501 
501. Election to be taxed under sec. 63 
of the Act shall be revoked by a cor- 
poration by forwarding by registered 
mail to the Deputy Minister of Na- 
tional Revenue for Taxation at Ottawa 
the following documents in duplicate: 
(a) a letter stating that the corpora- 
tion revokes its election, an 
(4) a certified copy of the resolution 
of the directors of the corporation 
authorizing the revocation of the 
election. 


Sec. 502 
502. A corporation which is taxable 
under sec. 63 of the Act shall attach 
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to its return of income required under 
sec. 40(1) of the Act, a certified state- 
ment showing any changes, during the 


Sec. 600 

600. (1) For the purpose of sec. 12 
(1)(g) of the Act, a corporation tax 
means a specific corporation tax or a 
corporation gross revenue tax as here- 
inafter defined except any such tax that 
was imposed on or before September 
1, 1941, if the rate of or manner of 
imposing the tax has not been changed 
since that day; Provided that where the 
rate of or manner of imposing any such 
tax that was imposed on or before Sep- 
tember 1, 1941, has been changed after 
that day, the tax shall be deemed to be 
the amount of tax payable by the tax- 
payer minus the amount that would 
have been payable by him if there had 
been no change. 

(2) An amount deemed to be a corpor- 
ation tax under subsec. (5)(a) of this 
section is a corporation tax for the 
purposes of sec. 12(1)(g) of the Act 
notwithstanding anything contained in 
subsec. (1). 

(3) For the purposes of this section 
where a charge by way of a corporation 
tax is imposed on one class of persons 
and that charge or a like charge is im- 
posed on another class of persons on 
whom such a charge might be deemed 
to be imposed by way of royalty or 
rental, the charge or the like charge 
on the second class of persons is a cor- 
poration tax. 

(4) Where a corporation tax was im- 
posed under legislation in force on or 
before September 1, 1941, but the leg- 
islation was suspended or repealed pur- 
suant to a Wartime Tax Agreement 
and that legislation or a new enactment 
in the place thereof imposing the same 
tax was brought into force after the 
expiration of the Wartime Tax Agree- 
ment, the tax shall be deemed to have 
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DEFINITION OF CORPORATION TAX PAID TO A PROVINCE OR MUNICIPALITY 
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taxation year, in the holders and bene- 
ficial owners of its shares, bonds, de- 
bentures or other funded indebtedness. 






been imposed on or before September 
1, 1941, for the purpose of this sec- 
tion. 

(5) In this section “specific corpora- 
tion tax’’ means a tax or fee other than 
a tax on net income or gross revenue, 
the imposing of which singles out for 
taxation or for discriminatory rates or 
burdens of taxation corporations, or 


any class or classes thereof, or any in- 


dividual corporation, either formally or 
in effect, by imposing a tax or fee on 
or in respect of any act, matter or thing 
or any activities or operations mainly 
done by, or affecting, or carried on by 
corporations, or otherwise, except 

(4) a bona fide and reasonable provin- 
cial licence, registration, filing or 
other fee of an amount not in ex- 
cess of 
(i) the amount of $250 per an- 

num for each corporation, or 
(ii) the amount of the fee imposed 

on or immediately prior to 

September 1, 1941, 
whichever is greater, and if it does 
exceed the said greater amount, 
the amount of the excess shall be 
deemed to be a corporation tax for 
the purpose of this section. 

(4) a licence fee or other fee or tax 
for specific rights, benefits or fran- 
chises granted by a municipality, 
or where they are exercised or en- 
joyed only in territory not includ- 
ed in any municipality by any 
authority (including a province) 
having jurisdiction in such terri- 
tory; 

(c) any assessment under the Work- 
men’s Compensation Act of any 
province; 

(d) a business or occupancy tax based 
on floor space or on the rental or 
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assessed value of property, impos- 
ed by a municipality, or in terri- 
tory not included in any munici- 
pality by any authority (including 
a province) having jurisdiction in 
such territory; or 

(e) any royalty or rental on or in re- 
spect of natural resources within a 
province. 

(6) In this section “corporation gross 

revenue tax”” means a tax that is levied 

on the gross revenue or any part there- 

of of a corporation but does not in- 

clude 

(a) a bona fide and reasonable business 
or occupancy tax imposed by a 
municipality or, in a territory not 
included in a municipality, by any 
authority (including a province) 
having jurisdiction in such terri- 
tory on the gross revenue or gross 
receipts within the municipality or 
territory from all or part of the 
business of: 


(i) a telephone, electric light, 
electric power, gas, street rail- 
way or bus company, in lieu 
of taxes imposed on power 
lines, pole lines, towers, 
cables, wires, conductors, con- 
duits, ae mains, 


tracks, and other like prop- 

erty or improvements, at a 

rate not in excess of three per 

cent of the gross receipts or 
gross revenue subject to the 
tax; or 

(ii) of any other corporation if 

(A) the tax is imposed under 
legislation enacted prior 
to June 27, 1946, 

(B) the tax is in lieu of such 
a tax based on floor space 
or upon the rental or as- 
sessed value of property, 

(C) the tax is imposed on a 
corporation or class of 
corporations that is sub- 
ject to the said tax under 
legislation enacted prior 
to June 27, 1946, and 

(D) the rate of tax is not in 


excess of the general tax 
rate; 


(4) a license fee or other fee or tax 


for specific rights, benefits or 
franchises granted by a municipal- 
ity, or where they are muda or 
enjoyed only in territory not in- 
cluded in any municipality, by any 
authority (including a province) 
having jurisdiction in such terri- 
tory. 

In this section 

“natural resources” means lands 
and waters, any rights to or inter- 
ests in lands and waters, vested in 
the Crown in right of a province, 
including forests, minerals, petrol- 
eum and natural gas on or in such 
lands and waters and rights vested 
in the Crown in the said right to 
take wild animals and fish on or in 
such lands and waters; 

“rental” means a charge imposed 
On a person in respect of the occu- 
pation or use by him of a natural 
resource, whether improved or un- 
improved, including the use of 
water or water power sites, with- 
out severance, taking, extraction 
or removal thereof or of any part 
thereof, the real intent and pur- 
pose of which charge is to com- 
pensate for the value of such oc- 
cupation or use; and 


(c) “royalty” means a charge 


(i) required to be paid by a per- 
son in réspect of any right 
conferred on or vested in him 
to sever, take, extract or re- 
move anything forming part 
of the natural resources of a 
province including therein 
timber, mineral ore, petroleum 
and natural gas, and wild 
animals or fish the right to 
take which forms part of said 
natural resources. 

(ii) the amount of which is deter- 
mined by reference to the 
quantity or value or both of 
the thing that he severs, 
takes, extracts or removes, or 








| tax 


tax 











alternatively in the case of 
mineral ore, the value at mar- 
ket prices of the minerals 
contained therein after ex- 
traction therefrom, and 
(iii) the real intent and purpose of 
which is to compensate a 
province for the value in 
whole or in part of the said 
thing prior to its severance, 
taking, extraction or removal; 
but does not include a charge, the 
amount of which is determined in 
relation to the profits or gross re- 
ceipts derived by the said person 


Sec. 700 


700. (1) The amount that a taxpayer 
may deduct from income under sec. 11 
(1)(m) of the Act shall be that propor- 
tion of the total taxes on income paid 
by him to a province, or to a Canadian 
municipality in lieu of taxes on prop- 
erty or any interest in property (other 
than his residential property or any in- 
terest therein), that 


(2) his income derived from mining 
operations as defined herein, or 
(6) his income derived from logging 
operations as defined herein 
is of the total income in respect of 
which the taxes were so paid. 
(2) In this section, 
(2) “income derived from logging op- 
erations” by a taxpayer means 
(i) where logs are sold by him to 
any person at the time of or 
prior to delivery to a sawmill, 
pulp or paper plant or other 
place for processing or manu- 
facturing logs, or delivery to 
a carrier for export from Can- 
ada, or delivery otherwise, the 
net profit or gain derived by 
him from 
(A) the acquisition of the 
timber or the right to cut 
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TAXES ON INCOME FROM MINING AND LOGGING OPERATIONS 
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from the sale of products produc- 
ed by the processing or manufac- 
turing of the said thing unless 
provision is made for a reasonable 
deduction from the profits or gross 
receipts in determining the amount 
of the charge, in respect of the 
costs and value added to the said 
thing by reason of the processing 
or manufacturing for the purpose 
of eliminating, in the determina- 
tion of the amount of the charge, 
any value added to the said thing 
by the said processing or manufac- 
turing. 







the timber from which 
the logs were obtained, 
and the cutting and sale, 
or the cutting, transpor- 
tation and sale of the 
logs, or 
(B) the acquisition, transpor- 
tation and sale of the 
logs, or 
(ii) where he does not sell but 
processes, manufactures or ex- 
ports from Canada logs own- 
ed by him, the net profit or 
gain reasonably deemed to 
have been derived by him 
from 
(A) the acquisition of the 
timber or the right to cut 
the timber from which 
the logs were obtained, 
and the cutting and the 
transportation of the logs 
to the sawmill, pulp or 
paper plant or other 
place for processing or 
manufacturing, or to the 
carrier for export from 
Canada, as the case may 
be, or 
(B) the acquisition of the 
logs and the transporta- 
tion of them to such 
point of delivery 
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computed in accordance with 
sound accounting principles 
with reference to the value of 
the logs at the time of such 
delivery, excluding any 
amount added thereto by reas- 
on of processing or manufac- 
turing the logs; 


(4) “income derived from mining op- 


erations” means the net profit or 
gain derived or deemed to have 
been derived from mining opera- 
tions by a person engaged therein 
with or without an allowance in 
respect of depletion and if such 
a person receives net profit or gain 
from sources other than mining 
operations either by reason of the 
carrying on by him of the proces- 
sing of mineral ore extracted by 
him or otherwise, the net profit or 
gain to be deemed to have been 
derived by him from mining op- 
erations shall not exceed that 
portion of the total net profit or 
gain received by him from all 
sources, determined by deducting 
from the said total 


(i) the returns received by him by 
way of dividends, interest or 
other like payments from 
stock, shares, bonds, deben- 
tures, loans or other like in- 
vestments; 


(ii) the net profit or gain, if any, 
derived by him from, and at- 
tributable in accordance with 
sound accounting principles 
to, the carrying on of any 
business, or derived from and 
so attributable to any source, 
other than mining operations 
and the processing and sale of 
mineral ores or products pro- 
duced therefrom, and other 
than as a return on invest- 
ments mentioned in subpara. 
(i) of this paragraph; and 

(iii) an amount by way of return 
on capital employed by him 
in processing mineral ores or 
products derived therefrom, 
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equal to 8 per cent of the or- 
iginal cost to him of the 
depreciable assets including 
machinery, equipment, plant, 
buildings, works and im- 
provements, used by him in 
the processing of mineral ore 
or products derived therefrom 
but not in excess of 65 per 
cent of that portion of the 
said total net profit or gain 
remaining after deducting 
therefrom the amounts speci- 
fied in subparas. (i) and (ii) 
of this paragraph: provided 
that in the case of a person 
who mines and smelts mineral 
ores from which metals other 
than gold, silver or platinum 
are recovered in amounts ex- 
ceeding in value 5 per cent of 
the total value of the metals 
recovered, the amount to be 
deducted under this subpara- 
gtaph shall not in any case be 
a smaller amount than the 
following proportion of the 
total net profit or gain re- 
maining after deducting there- 
from the amounts specified in 
subparas. (i) and (ii) above: 
(A) where both copper 
and nickel are re- 
covered, each in 
amounts which ex- 
ceed in value 5 per 
cent of the total 
value of metals re- 
covered .... 40% 
(B) where both lead and 
zinc are recovered, 
each in amounts 
which exceed in 
value 5 per cent of 
the total value of 
metals recovered ... 30% 
(C) where both copper 
and zinc are recover- 
ed, each in amounts 
which exceed in 
value 5 per cent of 
the total value of 
metals recovered ......20% 
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(D) in other cases 

(c) “mine” includes any work or un- 
dertaking in which mineral ore is 
extracted or produced, including 
a quarry; 

(d) “minerals” includes gold, silver, 
rare and precious metals or stones, 
copper, iron, tin, lead, zinc, nick- 
el, salt, saline deposits, alkali, coal, 
limestone, granite, slate, marble or 
other quarriable stone, gypsum, 
clay, marl, gravei, sand and vol- 
canic ash but does not include pe- 
troleum or natural gas; 


(e) “mineral ore” includes all unpro- 
cessed minerals or mineral bearing 
substances; 


(f) “mining operations’ means the ex- 
traction or production of mineral 


15% 


The TAX REVIEW 47 


ore from or in any mine or its 
transportation to, or any part of 
the distance to the point of egress 
from the mine including any pro- 
cessing thereof prior to or in the 
course of such transportation but 
not including any processing 
thereof after removal from the 
mine; and 

“processing” includes milling, 
concentrating, smelting, refining, 
fabricating, transporting or distri- 
buting. 

(3) Nothing contained herein shall be 
construed as allowing a taxpayer to de- 
duct an amount in respect of taxes im- 
posed under a statute or bylaw which 
is not restricted to the taxation of 
persons engaged in mining or logging 
operations. 


(g) 


INCOME TAX APPEAL BOARD 
P.C. 659, February 10, 1949 
HIS EXCELLENCY the Governor General in Council, on the recommendation 


of the Minister of National Revenue and pursuant to the provisions of sec. 78 of the 
Income Tax Act, 1948, c. 52, is pleased to approve and doth hereby approve the 
following Rules of Practice and Procedure made by the Income Tax Appeal Board 
on February 7, 1949, to govern the carrying on of the business of the Board and 
for the purpose of regulating the practice and procedure in any proceedings taken 
before the Board: (Canada Gazette, February 23, 1949) 


RULES OF PRACTICE AND PROCEDURE 


In pursuance of the provisions of 
sec. 78 of the Income Tax Act, 1948, c. 
52, it is hereby ordered that the fol- 
lowing Rules be and the same are here- 
by made to govern the carrying on of 
the business of the Board and for the 
purpose of regulating the practice and 
procedure in any proceedings taken be- 
fore the Income Tax Appeal Board. 


Rule 1 


1. An appeal to the Income Tax Ap- 
peal Board shall be made in writing, 
signed by the appellant, and shall, as 
closely as may be, follow the form here- 
in set forth and shall set out a state- 
ment of the allegations of fact and the 
reasons which the appellant intends 
to submit in support of the appeal. 


Form of Notice of Appeal 


In re The Income Tax Act and 


See si kien ie ihe aah 
(Name of City, Town or Village) 


(Name of Appellant) 
.. Province of 


Notice of Appeal to the Income Tax Appeal Board is hereby given from 


the assessment dated the 
wherein a tax in the sum of $........ 
for the taxation year 19 


ay of 
.. was levied in respect of income 









Ae 
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Then complete the notice of appeal with— 
(1) A statement of allegations of fact. 
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(2) A statement of the reasons to be advanced in support of appeal. 
(3) Address for Service of Notices, etc. 


ee 6) ee this . 


Rule 2 


2. The Board may request of any 
party to the appeal additional informa- 
tion relative to the assessment or the 
appeal therefrom and such request shall 
be complied with in such time as shall 
be directed by the Board. 


Rule 3 


3. The Board may, having regard to 
all the circumstances including the mat- 
ter of expense and convenience to the 
appellant, fix the time and place for the 
hearing of any appeal. 


REVENUE DIRECTIVE 


Signature. 


Rule 4 
4. The Board shall give to the te 
ties to the appeal at least fifteen days 
notice of the time and place of the 
hearing. 


Rule 5 


5. Service of any notice, request or 
other document provided for in these 
Rules may be effected on any party to 
the appeal by personal service or by 
registered mail addressed in the case of 
the Minister to the Deputy Minister of 
National Revenue for Taxation at Ot- 
tawa and in the case of the appellant 
to the address given in the Notice of 
Appeal. 





Directive No. 254, February 21, 1949 
From the Deputy Minister (Taxation) 
FILING OF INTERIM OR TENTATIVE INFORMATION RETURNS 
Public attention is directed to the Information Return filing dates shown 


below: 

Form No. Description of Annual Return 
re. 3 Return of patronage payments 
7. 4 


remuneration paid 
T.5 Annuities 


Return of contractual annuities paid 


Filing date 
Last day of February 


Return of salaries, wages and other 


Last day of February 
Last day of February 


609 Return of interest paid on fully regis- 


tered bonds and debentures 


Last day of February 


609B Return of interest paid or credited on 
deposits Last day of February 
U.S.T. 4-5-6 Return of amounts paid by Canadians Date of filing of related 
to residents of United States Information Return 
a> Return of dividends paid Extended to 15th March, 
1949. 
733 Return of the income of estates or 
trusts and the distribution thereof 31st March 
US.T. 1 Return of amounts received by Can- 


adian residents from sources within the 
United States and paid to non-resi- 
dents 





15th June 
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The Taxation Division considers it of 
first importance that the returns of in- 
dividual taxpayers be assessed without 
delay. Information contained in the vari- 
ous returns referred to above is essential 
to the carrying out of this programme 


INDEX 


Office or Employment (continued) 
benefits received, meaning of, 5 
income from defined, 5 
salary, must be received, 5 
United Kingdom 

deductions from income, 4 
income from, 4 

Participation Certificates, 20 

Patronage Dividends 
penalty for non-filing return, 12 
Regulations, 12 
returns of, 12 

Payment of Tax 
instalments, 16 
interest on deficiencies, 16 
liability of executors for, 17 

Penalties 
failure to file return of patronage 

dividends, 12 
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and, therefore, it will not be possible to 
grant extension of time for filing Infor- 
mation Returns. 


Futhermore, tentative or interim In- 
formation Returns cannot be accepted. 





(Continued) 


Professional fees of salaried persons, 4 
Provincial Corporation Tax 
Regs. defining (IWTA, 
sec. 6(1)(0)), 25 
Saskatchewan Act, 1932, 21 
Residence in Canada, 11 
Returns 
changes in T1 Returns, 1948, 20 
persons required to file, 18 
time for filing, 18 
Sickness Benefits, 15, 28 
Stocks and Shares, dividends on preferred 
shares not interest, 7 
Tax Court (U.S.A.), 3 
Trade, meaning of, 12 
Vendor and Purchaser, distinguished from 
borrower and lender, 8 


CASES ABRIDGED 


Fraser (D.R.) & Co. v. MNR (P.C.), 9 
Int. Harvester Co. v. Prov’! Tax 
Com’n (P.C.), 21 


Luscar Coals Ltd. v. MNR (Ex.), 24 
Russell v. MNR (Ex.), 10 


REGULATIONS, ORDERS IN COUNCIL 


Corporation Tax, 25 
Patronage Dividends, 12 
P.C. 528 (Feb. 11/47), revoked, 12 


P.C. 5387 (Nov. 23/48), 12 
P.C. 5948 (Dec. 23/48), 25 


REVENUE DIRECTIVES 


Basic Herds, establishment of, 13 
Sickness, Accident and Death Benefits, 28 
No. 78 (Sept. 4/47) replaced, 14 


No. 230 (Nov. 17/48), 13 
No. 241 (Jan. 13/49), 28 
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Binders for The Tax Review already ordered will be 
delivered before the end of March. Difficulties in ob- 
taining key materials from the United States have 
occasioned delay in delivery, which is much regretted. 
These difficulties have now been overcome, and prompt 
delivery of present and future orders is assured. 
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Questions and Concise 
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AUDITING & THEORY 
By L. MARDER, LL.B., C.P.A. 


is designed for the final review, that 
period before the examination when 
voluminous texts contribute little but 
worry and confusion. It will teach the 
C.A. candidate to answer questions in 
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dow temporary 


is your “temporary” help? 


You know from experience that it’s 
usually not temporary at all... 
that almost invariably it becomes 
a permanent boost in your current 
operating expense. 


For the day is past when the prob- 
lems of office operation could be 
met profitably with stop-gap meas- 
ures. The increased tempo of today’s 
business demands modern methods 
and equipment. It requires mecha- 
nized efficiency to keep your office 
payroll stable. 


With the proper machines for each 
job, your personnel can do their 
work much faster with less effort. 
There’s less need for emergency 
hiring even during peak periods. 
Up-to-the-minute data and figures 
are on your desk when you reach for 
them .. . overtime is pared to a 
thrifty minimum. 


Why not call in your local Burroughs 
ene today? Burroughs 
Adding Machine of Canada, Limited, 
Windsor, Ontario. 


WHEREVER THERE'S BUSINESS THERE'S Burroughs 
IN MODERN BUSINESS MACHINES 2 
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POSITION WANTED 


Young Chartered Accountant, Uni- 
versity Graduate, with 9 years’ account- 
ing and auditing experience, desires 
executive accounting position with pro- 
gressive industrial or commercial orga- 
nization. Replies treated in confidence. 
Box 81, the Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 


ASSISTANT COMPTROLLER 


Medium-size industrial firm offers op- 
portunity, preferably for a qualified 
accountant, experienced in office man- 
agement, to work towards a comptrol- 
ler’s position. Proven leadership qual- 
ities and organizational ability will re- 
ceive liberal recognition. State full 
particulars and when available. Box 
83, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 


Young Chartered Accountant, pres- 
ently employed by auditing firm, de- 
sires position with an industrial con- 
cern or with a firm of professional au- 
ditors where there is an opportunity of 
future participation as a partner. Re- 
ply, giving particulars, to Box 79, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


CHARTERED 


PRACTICE WANTED 


Chartered Accountant desires to pur- 
chase practice. Box 77, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


PRACTICE WANTED 


Chartered Accountant practising in 
Toronto and vicinity would like to 
make arrangements for continuing the 
practice of an accountant contemplat- 
ing retirement. Replies confidential. 
Box 80, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 


EXPERIENCED 
ACCOUNTANT WANTED 
Required by a Canadian-financed 
= utility company operating in 
uth America, a senior accountant, 
C.A. or B.Com. degree preferred, 
knowledge of Spanish desirable but 
not essential. Good starting salary. 
Applicants are invited to submit in 
confidence, particulars as to marital 
status, age, education, business exper- 
ience, and general qualifications. 
Any subsequent personal interviews, 
if arranged, will be at the advertiser’s 


expense. 

Write Box 72, The Canadian Char- 
tered Accountant, 10 Adelaide Street 
East, Toronto, Ontario. 


ACCOUNTANT 


Leading industrial and merchandising company with nation-wide operations 


requires Chartered Accountant of executive calibre, age limit 35. 


Excellent 


opportunity for advancement for man of imagination, initiative and energy. Must 
be capable of training men and organizing special assignments. When replying 
State age, experience, marital status, and suggested salary. 


Reply Box 82, The Canadian Chartered Accountant, 
10 Adelaide Street East, Toronto, Ont. 
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Experience and Knowledge 


Wt ARE delighted to quote a few 
sentences from a report in The Ac- 
countants’ Magazine, December 1948, of 
a meeting of the Chartered Accountants’ 
Students’ Society of Glasgow. The 
President of the Institute of Accountants 
and Actuaries in Glasgow gave the ap- 
prentices some advice on their profes- 
sional conduct. 

One of the first necessities was “Learn 
to hold your tongues”. The apprentice 
should be tactful but firm in dealing with 
clients’ staffs, alert and inquisitive—in- 
deed suspicious, though this must not be 
shown. Finally, if at the end of each 
year, one could say to oneself, “What a 
fool I was last year,” and not “How well 
I did last year,” that was a sure sign that 
one was gaining experience and knowl- 


edge. 


Executive Committee Mid-Winter 
Session 

IHE EXECUTIVE Committee of the 
D.A.C.A. held its usual semi-annual 
meeting in Toronto on January 31 and 
Feb. 1. Through the courtesy of the 
Ontario Institute, its board-room was 
made available and on the first day an 
evening session was held at the Granite 
Club. Those present were Messrs. How- 
son, Morrell, Morrison, Moffet, Beau- 
vais, Church, Herington and: King and 
others were invited to present reports of 
their committees. The President and 
members of Council of the Ontario In- 
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stitute were hosts at a luncheon held at 
the York Club on January 31 and on the 
following day, Mr. Howson and the 
committee entertained, at a luncheon at 
the National Club, the officers of the On- 
tario Institute and the chairmen of the 
various D.A.C.A. committees. The 
agenda was a heavy one and much pro- 
gress was made. Among the more im- 
portant items were the reports of the 
Board of Examiners-in-Chief, of the 
chairman of the Magazine and Publica- 
tions Committee and the arrangements 
for the Annual Meeting to be held in 
Toronto in Septe~:ber, the dates for the 
general sessions being September 14, 15 
and 16. The proposed agenda for these 
days is most interesting and is now be- 
ing arranged. Full details will be forth- 
coming later, but, in the meantime, all 
members are urged to come to Toronto 
during that week. Entertainment fea- 
tures are being considered by the hosts, 
the Ontario Institute, who are developing 
constructive plans for the enjoyment of 
members and their ladies. 


Independence of Public Accountants 


An interesting editorial on this subject 
in The Journal of Accountancy, February, 
1949, refers repeatedly to the client of a 
public accountant. For example, 

It is perhaps understandingly difficult 
for persons unfamiliar with the subject 
to accept the idea that an auditor can 
be independent of the client who pays 
his fee. 
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He knows that his opinion on a finan- 
cial statement wouldn’t be worth any- 
thing to the client unless other people 
believed that the auditor was fair and 
impartial in his judgment. 

This brings up the question of who 
is the client. He cannot be an “it’’, an 
impersonal corporation; the client must 
be a person or a group of persons, and 
the fee comes from them. 

And by tradition and an ever-widening 
sense of responsibility, the public ac- 
countant does not now look upon the 
proprietor or group of proprietors as the 
only persons who must be satisfied. 
While, in a legal sense, he may not ad- 
mit that he owes any contractual obliga- 
tion to others, he is alive to the view 
that he has a moral obligation to all who 
may have a purpose in studying a state- 
ment on which he has expressed an 
opinion. 

If, in the case of a public company, the 
auditor permits himself to be unduly in- 
fluenced by the group of persons most in- 
terested in the day-to-day management, 
he fails to show independence of that 
small group and fails in his duty to his 
real client, the body of shareholders and 
the much larger group of prospective in- 
vestors, creditors and others more re- 
motely interested. 

The public accountant, who senses 
that he is being pushed by management 
might well lean back and take thought. 
Are the persons involved his clients in 
any real sense of the word? The answer 
will almost invariably be “No”. They 
have a responsibility to the real pro- 
prietors and it is likely that, on a fee 
basis, they are much more concerned with 
expressing their view to the proprietors 
than is the auditor. This suggests that 
when a difference of view first becomes 
apparent, the auditor should appreciate 
that he is much more likely to be in the 
middle of the road than those who hold 
the opposing view. 


Finally, he might remember that while 
it may be the management group which 
writes the cheques, it is the much wider 
group which supplies the current fee and 
all subsequent fees. To come back to the 
original inspiration for this note, “The 
profession as a whole knows that inde- 
pendence is its principal stock in trade”. 


A Study of the Theory of 
Corporate Net Profits 


HE FIRM of Dun & Bradstreet, Inc. 
has published a most worthwhile 
pamphlet under this heading, written by 
its vice-president, Roy A. Foulke. It is 
recommended reading for those inter- 
ested in the current discussion of the eco- 
nomic theory of profit versus the account- 
ing theory of income. In a sixty-page 
article, Mr. Foulke explores many aspects 
of the problem and reaches the conclu- 
sion that a combination of applied mathe- 
matics and accounting is needed as the 
solution, the aims being (1) to compile 
balance sheets which show the current 
economic values of all assets, all liabili- 
ties, and the net worth of a business en- 
terprise, (2) to compile profit and loss 
statements which show dollar net profits 
and losses and real net profits and losses, 
and (3) to synthesize these two goals. 
A second section of the pamphlet gives 
a series of financial tables based on the 
ratios for the year 1947. This is an an- 
nual study of considerable interest to 
management of the various lines of busi- 
ness activity, whether manufacturers, 
wholesalers or retailers. This reviewer 
was particularly interested in certain ex- 
planations (definitions) of terms used in 
these tables. One, which is the subject 
of argument between public accountants, 
is the definition of “Inventory” — the 
sum of raw material, material in process, 
and finished merchandise. It does not in- 
clude supplies. From the definition of 
current assets, it follows that supplies 
are not included under that heading. 
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. By A. Roy Courtice 
me (Assistant General Manager, 
: Toronto General Trusts Corp.) 
A leading authority on succession duties explains and 
analyzes the confusing legislative and legal situation 
: pertaining to estate and inheritance taxes 
y 


Introduction 


cE IS TOO MUCH to expect that taxa- 

tion in any form will ever be regarded 
as a popular function of Government. 
As a result, tax evasion seems to have be- 
come an honourable pursuit in the minds 
of many otherwise law-abiding people 
who may try to justify themselves by an 
old Russian proverb ‘Where all are steal- 
ing, none is a thief”. 

In Great Britain, succession du- 
ties as we understand them date back 
to 1780 when stamps were required on 
receipts for legacies. When it was dis- 
covered that a simple method of evading 
duty was not to give a receipt, a further 
Act was passed which imposed the duty 
upon the legacy itself. The public, there- 
fore, is not without responsibility for 
some of the complexities of taxing stat- 
utes which are designed to meet the 
challenge of ingenious tax evaders. 

All this is by way of expressing sym- 
pathy for government in its role of tax 
collector before I am accused of being 
supercritical in the following discussion 
of our succession duty legislation. 


Succession duties go back into ancient 
history and are generally acknowledged 
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to be one of the least objectionable forms 
of taxation, although Pliny the younger 
protested that it was an unnatural tax 
augmenting the grief and sorrow of the 
bereaved. 

Adam Smith in his “Wealth of Na- 
tions” records that Augustus imposed a 
tax on the twentieth penny of inherit- 
ances, except those to nearest relations and 
the poor. The Dutch had a like tax on 
testamentary donations, between husband 
and wife of the fifteenth penny; from 
ascendents to descendents of the twen- 
tieth penny, but no tax from descendents 
to ascendents. 

It was William Pitt who suggested that 
a man who could afford to keep two car- 
riages should be taxed at a higher rate 
than his neighbour who could only afford 
to keep one. This principle of taxation, 
known as progressive taxation, has gained 
general acceptance. Of the progressive 
taxes the best known are the income tax 
and succession duty. 

First Canadian Legislation 

Succession duties were first introduced 
in Canada in 1892 by four of the prov- 
inces. A good measure of the provisions 
of our succession duty legislation is fair 
and reasonable and even generous. Dur- 
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A graduate of the University of 
Toronto and Osgoode Hall, Mr. 


Courtice practised law in Toronto 
until in 1928 he joined the To- 
ronto General Trusts Corporation 
as an estates officer; he is now 
Assistant General Manager of the 
company. He has served as pres- 
ident of the Canadian Club of 
Toronto and of the Trust Com- 

ies Association of Ontario; he 
is also a director of the Toronto 
Symphony Orchestra. 





ing the last few years governments have 
co-operated to remove many inequalities 
and oppressive features, including the 
introduction of reciprocal arrangements 
to eliminate multiple taxation. I am not 
here, however, to praise these Acts and 
there is need for further revision, some 
of which I should like to suggest may 
require a reconsideration of basic prin- 
ciples. 

Our present situation bears some 
analogy to that of England in 1894, as 
described by Sir William Harcourt, then 
Chancellor of the Exchequer, when he 
was introducing the great reform of the 
English death duties in the House of 
Commons. He said: 


Death duties have grown piecemeal 
and bear evidence of their fragmentary 
origin. They have never been established 
upon any general principles and they pre- 
sent an extraordinary specimen of tes- 
sellated legislation. Various endeavours 
have been made at different times to re- 
dress some of these inequalities — here 
a patch and there a patch — but each 
successive modification has only left con- 
fusion worse confounded, The evils from 
which we suffer in all disposals of prop- 
erty exist to a degree which makes the 
United Kingdom the most lawyer-ridden 
country in the world. These complica- 
tions are the work of astute and in- 
genious professors of the law. They are 
the result of accumulated subtleties of 
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conveyancing that are expensive and un- 
intelligible to everyone who is not well 
paid to understand them. 

In this discussion I am considering 
primarily the position of the taxpayer, 
giving little consideration to the problem 

‘of raising the required national revenue, 
which is more a matter of rates than of 
principles and is a study in itself. 


Purposes of Levy 


Revenue is not the only purpose of 
succession duties. To discourage exces- 
sive concentrations of wealth and control 
in the hands of a few has been a sub- 
stantial, if not a primary motive, for death 
taxes. Social and political as well as eco- 
nomic policies are, therefore, involved in 
a consideration of this subject. From the 
viewpoint of fiscal policy the Dominion 
succession duty tax is relatively unim- 
portant. Over the last few years the 
revenue from Dominion Succession Du- 
ties has averaged less than 2% of the in- 
come tax. 

Franklin D. Roosevelt, in unsuccess- 
fully recommending a federal inheritance 
tax in 1936, in addition to the estate tax, 
said in a message to Congress: 

The transmission from generation to 
generation of vast fortunes by will, in- 
heritance or gift is inconsistent with the 
ideals and sentiments of the American 
people. The desire to provide security 
for one’s self and one’s family is natural 
and wholesome, but is adequately served 
by a reasonable inheritance. Creative 
enterprise is not stimulated by vast in- 
heritances. They bless neither those who 
bequeath nor those who receive. 

John Stuart Mill in his “Principles of 
Political Economy” favors the restriction 
of the amount which anyone may receive 
by will or intestacy. 

The effects of succession duty taxation 
on the individual and on the general 
welfare of the country should be con- 
sidered scientifically with a view to satis- 
fying the treasury and the democratic 
process of redistributing wealth, but not 








i a lr | li 


Succession Duties 


at the sacrifice of other important factors, 
one of which is the institution of inherit- 
ance itself. Winston Churchill has re- 
ferred to this in words you all know, 
“We must beware of trying to build a 
society in which nobody counts for any- 
thing except the politician or the official 
— a society where enterprise gains no re- 
ward and thrift no privilege”. 

My purpose in this address is not to 
arrive at any definite conclusions but 
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rather, by opening up the subject, to 
suggest a number of matters, some of 
which you may consider worth further 
discussion and research. I shall discuss 
it under four main headings:— 
1. Principles of Taxation. 
2. Taxing authorities in Canada. 
3. Consideration of specific provisions 
of the Dominion Act. 
4. Recent developments in the United 
States. 


1. PRINCIPLES OF TAXATION 


There are only two basic principles of 
taxation with respect to estate property 
passing at death: an estate tax upon the 
right to give and an inheritance tax upon 
the right to receive. 


The Estate Tax 

The estate tax is levied against the 
whole estate. It is graduated entirely by 
the size of the estate. No account is 
taken of its destination, who the benefi- 
ciaries are, how many there are, or in 
what amounts they take. The tax, which 
is paid by the executor, is borne by the 
residuary beneficiaries. It fails to a sub- 
stantial degree to take into consideration 
the merits of the particular beneficiaries 
of the decedent’s estate. It is simple and 
inexpensive to administer. 

Inheritance Tax 

The inheritance tax is levied against 
each bequest and is borne by the benefi- 
ciary. It is graduated not on what a 
decedent leaves but on what a benefi- 
ciary receives. In addition, account may 
be taken of the relationship of the bene- 
ficiary to the decedent. It is a fairer 
basis of assessment than the estate tax. 
It is, however, complicated, difficult and 
expensive to administer, especially where 
the will provides for contingent future 
interests, which may result in a long 
period of uncertainty after the decedent's 
death, leading to difficulties of valuation 
and collection. 


In a study of death duties in Great Bri- 
tain, Australia, New Zealand, South Af- 
rica, France, the United States and Can- 
ada, the variations of the application of 
these two basic principles are proof of 
their general controversial nature. 

Under the system of English death du- 
ties, which in its present form dates back 
to 1894, the estate tax is the principal 
duty. There are also separate legacy and 
succession duties, which are inheritance 
taxes, but they are graduated only ac- 
cording to relationship and not on the 
amount received. 


It is interesting to note that, except for 
a political crisis, Lord Randolph Church- 
ill would have proposed a reform of the 
death duties in 1886, but on a quite dif- 
ferent basis. In the second volume of 
Winston Churchill’s book on “Lord Ran- 
dolph Churchill” it is revealed that the 
elder Churchill was going to abolish the 
existing death taxes, of which there were 
four, and replace them by one inheritance 
tax, graduated only on the amount of the 
benefit received, without reference to re- 
lationship. 

The report of a Committtee of the 
British Parliament, in 1927, on National 
Debt and Taxation is on record as being 
definitely opposed to the substitution of 
a single inheritance tax for the present 
system. It was of the opinion that the 
estate tax had many merits, especially its 
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economical administration, but it also be- 
lieved that there was much to be said for 
the inheritance tax principle occupying a 
more important position. 

New Zealand and South Africa have 
estate and inheritance taxes which are 
levied independently. 


In Australia all states levy estate taxes 
and, in addition South Australia and 
Queensland have a form of inheritance 
tax. 


Most of the States of the United States 
and France have variations of the inherit- 
ance tax principle. The United States 
introduced the Federal estate tax in 1916, 
which is the major tax as compared with 
those of the individual states, and ever 
since the controversy as to whether it 
should be changed to an inheritance tax 
has continued, but to no avail. 


The Dominion Act 


Against this international back- 
ground, let us consider the principle of 
taxation in our Dominion Succession Du- 
ty Act. The Dominion Act is repre- 
sented to be superior because it is a 
combination of the estate and inheritance 
taxes. It is true that it is a combination 
of the two basic principles of taxation, 
but they are combined in such a manner 
that they both lose their identity in the 
production of a hybrid. 


In the Dominion Act there is first an 
initial rate which is graduated entirely by 
the size of the estate. This would be a 
straight estate tax if it were then de- 
ducted from the estate and paid by the 
executor. Secondly, there is an addition- 
al rate based on the value of the succes- 
sion to each beneficiary and his relation- 
ship to the decedent. This would be a 
straight inheritance tax if it were applied 
as such, but the initial rate is added to 
the additional rate and the total is ap- 
plied against each bequest. The inequity 
of the estate tax is magnified by being 
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applied, as it is here, against each in- 
dividual bequest. In the same estate the 
beneficiary of a $1,500 bequest is taxed 
at the same initial rate as the beneficiary 
of a $150,000 bequest. In different es- 
tates a friend who receives a $1,500 be- 
quest will pay twice as much to get it 
from a $1,000,000 estate as from a 
$100,000 estate. Neither is its adminis- 
tration simple as the Dominion Act is 
administered with all the complications 
of the inheritance tax. 

Although in drafting the Dominion 
Act some fifteen taxing statutes of other 
jurisdictions were used, it would appear 
that the Dominion took the Ontario Act 
as its principal model, but in trying to 
improve upon it made it more compli- 
cated. 

The only foreign comment which I 
have found on our Dominion Act is in a 
tax article by Harry Rudick, Professor of 
Law at New York University, who is an 


acknowledged tax authority in the United 
States. In discussing the weaknesses of 
the estate and inheritance taxes he refers 
to the Dominion Succession Duty Act 
which he says as a compromise suffers 
from the deficiencies of both the other 


two. 

The keynote of the estate tax is its 
simplicity, and of the inheritance tax its 
fairness. By combining them as we have 
done, we have lost the inherent advant- 
ages of both principles and multiplied 
their disadvantages. It is neither simple 
to administer nor equitable to the tax- 
payer. I submit that by every test there 
is nothing to justify the Dominion Suc- 
cession Duty Act being continued in its 
present form. 

If the Canadian Tax Foundation 
should consider that this is a fair ap- 
ptaisal of the underlying principles of 
the Dominion Act, what form of taxing 
act would you recommend in its place, 
assuming the Dominion to be the sole 
taxing authority? 
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Superiority of Inheritance Tax 

Except for administrative difficulties 
and revenue limitations, the inheritance 
tax is, I believe, clearly superior to the 
estate tax. Where, huwever, life inter- 
ests and contingent remainders are estab- 
lished by will, arbitrary rules of valua- 
tion and payment have to be adopted 
which are not always satisfactory. 

The payment of the duty on life inter- 
ests is an example of the problems which 
may arise under an inheritance tax. 
Where a widow, or any other beneficiary, 
is left a life income, it is subject to an 
annual income tax. For succession duty 
purposes, the income, without any deduc- 
tion for the income tax, is capitalized ac- 
cording to her life expectancy, which is 
still on a 5% basis in Ontario and a 4% 
basis in the Dominion. 

Unless the executor is in a position 
to commute the duties, the succession 
duties on this capitalized income must 
be paid by the beneficiary in four an- 
nual instalments following the testator’s 
death. By reason of the payment of 
these duties, coupled with income tax, 
out of the income received by the bene- 
ficiary, it is, in some cases, many years 
after the four year period before she can 
discharge her succession duty obligation 
and, in the meantime, she enjoys no in- 
come whatever from the estate. If she 
dies before this debt is paid, her estate 
becomes liable for it. Did it ever oc- 
cur to you that a widow, who has been 
left an income from her husband's es- 
tate may, for the four year period, enjoy 
little or no benefit from it, and should 
she die before the succession duty on her 
interest is fully paid, her estate will in- 
herit the remaining liability? 

The reason for this unfortunate situa- 
tion is the impact of income tax and 
succession duties on the payments of in- 
come and the required payment of the 
succession duties on the whole life ex- 
pectancy within four years. If succes- 
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sion duties must continue to be levied 
on income, the only equitable treatment 
in this case would be to permit the bene- 
ficiary to pay a proportionate part of the 
succession duty tax each year over the 
whole period of the life expectancy, or 
until her death, should it occur during 
that period. This may make it more dif- 
ficult to predetermine the value of the 
remainder interests but it is the only way 
that the beneficiary can be assured of 
getting something out of each payment 
and of not inheriting a liability. 


This is the law and the fact that it 
may be open to a testator to alleviate 
this situation by charging his estate with 
the payment of succession duties is ir- 
relevant to this discussion. It is per- 
plexities such as these that make ad- 
vocates for the simple estate tax. 


Elimination of Complications Desirable 


If these complications could be elim- 
inated from the inheritance tax, it would 
have much more appeal. If, for in- 
stance, the Dominion were the sole tax- 
ing authority and where life and re- 
mainder interests are involved, it should 
levy only the income tax on income re- 
ceived from the estate and the succession 
duty tax on the transfer of capital when 
such transfers are effected. This would 
eliminate the capitalization of income for 
succession duty purposes. 

A husband pays income tax on his in- 
come and under such an arrangement his 
widow, left a life interest in his estate, 
would continue to pay income tax on the 
income from his investments, the capital 
of which would bear the succession duty 
tax when it passes to the children at the 
widow's death. The Government would 
get approximately the same succession 
duty tax as it gets under our present prac- 
tice where future interests are commuted, 
but it would have to wait longer for it. 
It would be protected against the pay- 
ment because the trustee holds the capital 
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until the death of the life tenant. This 
would, no doubt, present practical dif- 
ficulties such as in dealing with annui- 
ties where payments of income and cap- 
ital are blended. 

Unless, however, some practical way 
can be found to simplify the adminis- 
tration of the inheritance tax, as we have 
experienced it, there is much to be said 
for an estate tax where the taxing Act is 
clear in its terms, where it can be under- 
stood by the average testator, and where 
it is simple in its administration. 

It is, I believe, significant that in both 
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Great Britain and the United States the 
principal tax is, and has been for many 
years, an estate tax. Inequalities that may 
enure to the beneficiaries by the applica- 
tion of this tax may be offset by the tes- 
tator’s disposition of his estate. 


It is argued by some economists that 
in a well-rounded system and for revenue 
purposes we need both the estate tax and 
the inheritance tax. This could be fully 
effected by our Dominion Act if the in- 
itial rate and the additional rate were 
simply applied individually as separate 
taxing Acts. 


2. TAXING AUTHORITIES IN CANADA 


The future of the taxing authorities 
in Canada is uncertain. Although the 
Dominion Succession Duty Act was in- 
troduced during the war in 1941, it was 
said at that time that it was to be re- 
garded as a permanent tax and not as a 
temporary war measure. It was imposed, 
no doubt, in the hope of centralizing all 
succession duty taxation in the Federal 
government, as recommended by the 
Rowell-Sirois Report. Only Ontario and 
Quebec now remain in the provincial 
succession duty field, the other provinces 
having agreed with the Dominion to va- 
cate, at least until March 31, 1952, when 
they may then reconsider their position. 


Under the previous heading, in discus- 
sing the principles of taxation, it was my 
submission that the Dominion Act, by 
itself, is in principle unsatisfactory. 
When, however, it is considered in con- 
junction with the administration of the 
present provincial Acts, it is even more 
unsatisfactory. For some unexplained 
reason Canada seems to have gone in for 
hybrid succession duty legislation. On- 


tario and Quebec also present further 
varieties of a combination of the two 
basic principles of taxation. 
are neither fish nor fowl. 


They too 
Constitutional 


reasons may be the answer for the hybrid 
provincial legislation, but this cannot 
apply to the Dominion. 
Dual Administration 

I am not in a position to discuss the 
Quebec Act but the dual administration 
of the Ontario and Dominion Acts is 
most unreasonable and results in confus- 
ion, expense and delay. Although they 
are both hybrids, the two Acts have a 
different approach in many respects, such 
as to classes of beneficiaries, exemptions, 
deductions, gifts inter vivos, life and re- 
mainder interests, mortality tables, in- 
terest rates, joint ownership, bases of 
valuation and rates of tax. 


A few examples will serve to illustrate 
this. Under the Dominion Act, super- 
annuation benefits up to $1,500 may be 
paid to any member of the family of a 
deceased employee without a succession 
duty clearance, but there is no such pro- 
vision in the Ontario Act. Similarly, 
under the Dominion Act, a payment may 
be made of moneys on deposit with a 
bank or trust company, or salary or 
wages to the relatives of a deceased em- 
ployee up to $500 but under the Ontario 
Act a payment up to $500 may only be 
made to the survivor of a joint deposit 
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account. As far, therefore, as an On- 
tario estate is concerned, the more gen- 
erous treatment under the Dominion Act 
is nullified by the Ontario Act. The 
Dominion completely exempts all estates 
up to $50,000 whereas in Ontario a 
taxable estate begins at $25,000 for some 
and $10,000 and $5,000 for others, 


So that I may not leave the impression 
that the Dominion Act is always the 
more generous, I should cite an opposite 
case where, for example, the Ontario Act 
gives an exemption on assured annual 
payments to a widow and dependent 
children up to $1,200 per annum for any 
one and $2,400 per annum in the ag- 
gtegate. The Dominion has no such 
provision, but I suppose it is thought 
that this is offset at least to some extent 
by the Dominion’s $20,000 exemption 
for the widow. With respect to joint 
ownership between husband and wife, 
where it is created by the husband, the 
Dominion assumes a half-ownership to 
each. Ontario assumes the husband to 
be the sole owner and taxes the value 
of the whole property as passing to the 
wife at his death, unless she has contrib- 
uted her own money to it. The position 
of Ontario in this respect is, I believe, 
more reasonable. The Ontario treatment 
of charitable bequests is more generous 
than that of the Dominion. The only 
beneficial feature which I can see for the 
taxpayer in having two such Acts is the 
competition between them for popular 
favour. This, however, necessitates fre- 
quent amendments which keep the tax 
situation in a state of flux. 

The basic reason for this unreasonable 
situation, which is unique in a world 
survey, is the fact that from Toronto and 
Ottawa two rival taxing Acts are at the 
same time converging upon, and compet- 
ing for, the same assets. The only pos- 
sible relief from this is for one of the 
Acts either to be withdrawn or changed 
to a straight estate tax. In other coun- 
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tries where an estate becomes subject to 
two taxing Acts, they apply different 
principles of taxation and one Act is 
dominant white the other is subservient. 
Here, however, we have two Acts similar 
in principle but differing widely in prac- 
tice, both of which are trying to domin- 
ate. In 1946 Ontario collected $14,500,- 
000 in succession duties while the Do- 
minion only collected $23,500,000 in the 
whole of Canada. In Ontario it would 
appear that more succession duties are 
collected by Ontario than by the Domin- 
ion. In 1947 the Dominion collected 
$11,079,000 in succession duties from 
Ontario while Ontario collected $15,- 
227,000. 
Solution Recommended 

If we must be subject to two taxing 
Acts, one of them, I repeat, should be 
an estate tax and should be deducted 
first, so that the inheritance tax will then 
apply only to what remains and is ac- 
tually passing to the beneficiaries. This 
would eliminate another inequity, where 
the estate is made liable for the tax and 
the Dominion levies its succession duty 
on the duty payable to Ontario, and On- 
tario politely reciprocates by levying its 
succession duty on the duty payable to 
the Dominion. 

When the United States Federal Tax 
was being considered in 1916, one of the 
reasons why the Ways and Means Com- 
mittee of Congress recommended an es- 
tate tax was that, with the state in- 
heritance taxes, it would form a well 
balanced system of taxation as between 
the Federal Government and the various 
states, and could be administered with 
less conflict. This is just what our Do- 
minion Act did not provide. 

There are good reasons, I believe, why 
the provinces as in a better position to 
administer an inheritance tax than the 
Dominion. Inheritance by will or in- 
testacy is regulated by provincial law and 
the provinces have had a long experience 
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in this field. If, therefore, Ontario and 
Quebec continue to levy a form of in- 
heritance tax and with the possibility of 
other provinces re-entering this field, I 
think it is evident that the Dominion 
should adopt an estate tax. Furthermore, 
it is doubtful if the provinces could levy 
an estate tax. It has been held in the 
United States that the Federal estate tax 
is an excise imposed upon the transfer 
of property at death and is an indirect 
tax. 

If, on the other hand, it is the good 
fortune of each province to have but one 
taxing authority in this particular field, 
should this in the public interest rest with 
the provinces or the Dominion? There 
are, no doubt, good provincial arguments 
to be considered, but there is much to be 
said for Dominion jurisdiction. 


Although domicile, which determines 
the law of inheritance, is a provincial 
matter, the creation of an estate is not 


limited to provincial boundaries or local 
enterprise. Many of the large estates in 
the wealthy provinces of Ontario, Que- 
bec and British Columbia are extra-pro- 
vincial in origin. The benefit from the 
tax on these estates does not, ethically, 
belong to any one province. 


Restriction on Provincial Jurisdiction 


Many legal complexities are inherent 
in provincial Acts by being limited to 
direct taxation within the province. Giv- 
ing an artificial situs to intangible per- 
sonal property, to bring it within a prov- 
ince for taxing purposes, has been a 
source of litigation. 


One Dominion Act would eliminate 
multiple taxation and facilitate the free 
flow of investment capital to any part 
of Canada. It would encourage a na- 
tional outlook and discourage competi- 
tion among the provinces as to the most 
favoured place, financially, in which to 
die. The administration of succession 
duties and income tax by the same auth- 
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ority should be economical and present 
less opportunity for tax avoidance. 


As the Dominion administers the gift 
and income taxes, a most important con- 
sideration for Dominion jurisdiction is 
the opportunity to correlate these taxes 
with succession duties. | Furthermore, 
correlation is much more practical with 
an estate tax than with an inheritance 
tax. 

The Dominion is better able to nego- 
tiate reciprocal arrangements with other 
countries. It is unreasonable for a for- 
eign nation to have to deal with nine 
separate provinces. 

Revenue from succession duties is of 
less concern to the Dominion than to a 
provincial budget. There is from year 
to year a great variability in the yield 
from succession duties which makes them 
less suitable to a provincial budget. 

These are some of the reasons which 
would seem to indicate that the Domin- 
ion is in a better position to consider and 
promote the interests of the taxpayer. 

The principal arguments against the 
Dominion are that the provinces are in 
a better position to administer succession 
duties and the undesirability of concen- 
trating more wealth and power in the 
Federal Government. We have heard 
that “The power to tax is the power to 
destroy”, but a monopoly of these duties 
would, as before stated, add relatively 
little wealth to the central authority. 

If there is to be but one taxing auth- 
ority, the weight of argument, in my 
opinion, favors the Dominion, provided, 
and it is an important proviso, it can 
decentralize the mechanics and authority 
of the administration among local of- 
fices. If the Dominion wants this juris- 
diction, it should be prepared to provide 
an efficient administration across Canada. 
Estates should not constantly be put un- 
der additional expense and delay to have 
to deal with Ottawa. It is a long way 
from Vancouver to Ottawa. 
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3. CONSIDERATION OF SPECIFIC 


PROVISIONS OF THE DOMINION ACT 


If we must have the Dominion Act in 
its present form for some time at least, 
there are further changes which might 
be considered for the improvement of 
specific provisions, some of which I shall 
indicate. 
Exemption to $50,000 


The recent exemption on estates up 
to $50,000 is a commendable social 
measure, but it would have been more 
equitable to have allowed a deduction of 
$50,000, or even less if necessary, in 
line with the $60,000 deduction in the 
United States, which all estates would 
have enjoyed, and which would have 
been of real benefit to moderate estates 
which are over $50,000. An exemption 
always creates what is known as the 
“notch problem”. 


As an illustration of this, if a net 
estate of $50,000 passes to a brother, 
there is no Dominion tax, and if the 
estate is not subject to a provincial tax, 
he will receive the $50,000. If the es- 
tate is $58,000 the Dominion tax will 
claim the additional $8,000 and the 
brother will still receive only the $50,- 
000. If the estate is $60,000 the Do- 
minion tax will be $8,340 and the 
brother will get $1,660 out of the ad- 
ditional $10,000. 


Exemption of Charitable Bequests 


Another penalty on the beneficiary re- 
sults from the treatment of charitable 
bequests, which the Dominion, by a re- 
cent amendment, now exempts in full, 
but in contrast to Ontario, takes them 
into account in fixing the rate for the 
remainder of the taxable estate. If a 


public-spirited citizen generously be- 
queathes one-half of his estate to char- 
ity, why should his wife and children 
have to pay at the same initial rate to 





receive the other half of the estate as 
they would have paid to enjoy the whole 
of it? The same principle is applied to 
the widow's deduction of $20,000 which 
is added in to set the rate for her tax- 
able interest. 


Powers of Appointment 

In dealing with powers of appoint- 
ment, consideration might be given to 
the situation where “A” gives a life in- 
terest to “B” with a general power of 
appointment, and failing appointment, 
the capital is to go to “C’. By reason 
of the general power of appointment, 
“B” is taxed as if he had received the 
capital outright and if he exercises the 
power of appointment, it is taxed again 
as passing from his estate. There is no 
criticism of this, but if he does not ex- 
ercise the power, and by the gift over 
the capital goes to “C’”, it is taxed’ to 
“B”’s estate as if he had exercised the 
power. It would, I submit, be more equit- 
able if, in this event the gift over to 
“C” is taxed as passing from “A’’s es- 
tate following the life interest. It is 
suggested that in the first instance the 
tax should be levied on the basis of a 
life interest to “B” with remainder to 
“C” and if “B” later exercises the power 
of appointment, it could then be reassess- 
ed on the other basis. The treasury 
would be protected as the trustee holds 
the property until “B” ’s death. 


Joint Tenancy of Husband and Wife 
I have already mentioned the Domin- 
ion’s treatment of joint ownership as be- 
tween husband and wife. This is an 
arbitrary position considering the word- 
ing of the statute. One example will 
illustrate an inequitable result that may 
follow. A kindly disposed husband puts 
his $30,000 residence in joint owner- 
ship with his wife. Immediately, though 
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often quite unaware of it, he becomes 
liable to a gift tax of $1,320 for the 
gift and a half-interest to the wife. If, 
after three years, the wife should pre- 
decease the husband, leaving all her es- 
tate to him, he is then subject to a suc- 
cession duty tax to get back his original 
interest. Nothing has happened to the 


property in the meantime, and after pay- 
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ing a gift tax and a succession duty tax 
he is just back where he started. 

There are, of course, other specific 
provisions which require consideration 
such as the valuation of assets, time for 
payment of duty, classification of depend- 
ents, provision for appeal and so on, but 
time does not permit them to be dis- 
cussed here. 


4. RECENT DEVELOPMENTS IN THE UNITED STATES 


Interesting developments have been 
taking place in the United States in con- 
nection with estates taxes in the form of 
legislative amendments and new tax pro- 
posals. 


The Revenue Act of 1948 introduces 
an amendment that is quite revolutionary 
in character. In effect it provides that 
a husband may by will bequeath one-half 
of his estate to his wife without tax, pro- 
vided the bequest is either outright to 
her, or in trust for her, with a general 
power of appointment over it. 


The basic reason for this novel legis- 
lation is an attempt to equalize the posi- 
tion of the taxpayer in common law and 
community property states. It has, how- 
ever, many supporters on the ground that 
it is a just recognition by Government 
of the marital status as a partnership and 
an acknowledgment of the wife’s contri- 
bution to the family welfare and for- 
tune. 


If this were applied in Canada, the 
Government would not lose the revenue 
that might be expected. In many of the 
taxable estates the usual practice is to 
leave the widow a life interest with re- 
mainder to the children, upon which 
only one succession duty tax is paid. 
Under the new arrangement in the Un- 
ited States, approximately the same tax 
would be paid in ultimately passing the 
estate to the children, that is to say one- 
half of it would be paid at the husband’s 


death on his half-interest ultimately 
passing to the children, and the other 
half at the wife's death on her half-in- 
terest passing to the children. 


An estate of $120,000 or less may 
now be left to the widow without a 
United States Federal Tax. ‘The estate 
would be entitled to the regular $60,000 
deduction and the balance would be de- 
ductible under the marital provisions. 


This may be too revolutionary for us 
at the present time, and there is not the 
pressing reason for it as in the United 
States, but there is a principle involved 
which may warrant some reconsideration 
of a widow's position under our Succes- 
sion Duty Acts. 


During the past three years the United 
States Treasury Department, with com- 
mendable enterprise, has undertaken or 
inauguarated a series of studies of some 
thirty taxing statutes, which, I suggest, 
is a policy that the Dominion Govern- 
ment might well consider. One of these 
is an interesting study of the integration 
of estate and gift taxes. 


Overlapping Taxes 


In the United States there has been 
much dissatisfaction with the unequal 
treatment of estate and gift taxes, their 
legal complications and the overlapping 
of these taxes with each other and the 
income tax. 


Members of the Treasury Department 














who have conferred on this study with 
an outside advisory committee over a 
period of three years, have recomended 
that the present estate and gift taxes be 
abolished, and that in their place there 
should be one tax on the donative trans- 
fer of property, whether it be inter vivos 
or at death. The tax would be applied 
cumulatively so that the total transfer tax 
will amount to the same as the estate 
tax which would have been payable if 
no property were given away during life- 
time. The transfer tax would, generally, 
be correlated with the income tax so that 
liability for income tax would cease when 
the transfer tax is imposed. 


One of the objectives of this plan, 
and a very worthy one, is to so design 
the law that the taxpayer, in disposing 
of property inter vivos or by will, is 
impelled by normal motivating circum- 
stances rather than by tax consequences. 

The simple transfer tax has undoubt- 
edly a great deal of merit and sounds 
simple, but upon investigation it will 
be found to have its difficulties, and by 
the reaction which I have had from the 
United States it would appear to be a 
long way from acceptance. 

The Tax Committee of the Trust Di- 
vision of the American Bankers Associa- 
tion is in complete disagreement with 
this proposal for many reasons, two of 
which are that it would deter the making 
of inter vivos gifts, which it is socially 
desirable to encourage, because the final 
tax at death being cumulative, will take 
into account gifts made during the de- 
cedent’s lifetime, and the residue of the 
estate may depreciate in value at the time 
of the decedent’s death to a point where 
with the accumulated tax it may jeopard- 
ise the interests of the principal bene- 
ficiaries. Although the Committee of 
the Trust Division is definitely opposed 
to integration of estate, gift and income 
taxes, it is strongly in favour of corre- 
dating them. 


Succession Duties 
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This is a matter about which we in 
Canada should also be concerned. Al- 
though we may not have these tax com- 
plexities to the same extent as in the 
United States, we have similar problems. 
For example, if a husband makes a gift 
to his wife, one Government department 
says it is a gift upon which he must 
pay a gift tax, but another department 
says he must continue to treat the prop- 
erty as his own for income tax purposes. 

With respect to joint ownership of 
property as between husband and wife, 
where it is created by the husband, the 
Dominion exacts a gift tax on one-half 
of it as a gift to the wife, but Ontario 
continues to treat the whole property as 
belonging to the husband. : 

There are cases of special hardship 
that arise through the impact of income 
tax and succession duties, such as the 
case of a widow who is in receipt of her 
husband’s pension. Our Government's 
policy with respect to approved pension 
plans is very fair and generous, but fur- 
ther consideration might be given to al- 
leviate what appears to be rather hard 
treatment where, upon the death of the 
husband, the remainder of his pension, 
which may then become payable to his 
widow, is subject to both income tax and 
succession duties. 

This overlapping is also seriously felt 
in connection with private companies 
when a major shareholder dies and it is 
necessary for the company to declare a 
dividend out of accumulated income for 
the payment of his succession duties. 
These dividends then become liable both 
to income tax and succession duties, the 
result of which may amount to virtual 
confiscation. Relief was given to this 
situation on dividends accumulated up to 
the end of 1939, but a practical solution 
since that date and for the future is ur- 
gently required. 

This is a matter of importance and 
great concern to the national economy 
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to the extent that it tends to destroy 
small business organizations. The im- 
pact of these taxes may require a busi- 
ness to be sold. It may be impractical 
to sell the business in part with the re- 
sult that it may be sold to a large cor- 
poration, and transferred from one of 
the smaller communities to a large city. 
As an alternative the business may have 
to be sold piecemeal, although it was 
valued for succession duty purposes as 
a successful going concern. 


The community suffers again if the 
owner of the business, realizing these 
possibilities, refuses to risk the further 
expansion of his business, and invests his 
profits in liquid assets in order to place 
his estate in a position to meet his suc- 
cession duties. In this connection there 
is merit in the suggestion that life in- 
surance might be given some special 
treatment in the payment of succession 
duties. 


Proposed Accessions Tax 


Another interesting tax proposal in the 
United States is made by Harry Rudick, 
Professor of Law at New York Univers- 
ity, to whom I have already referred. 
His proposal is to abolish the present 
Federal estate and gift taxes and to sub- 
stitute a progressive tax, which he calls 
an Accessions Tax, on each beneficiary 
of an inheritance or inter vivos gift. The 
rate would progress not according to the 
size of the donor's taxable disposition, but 
according to the aggregate dispositions 
received by the donee, no matter when 
received or from whom. Thus, if a son 
receives an inter vivos gift of $10,000 
from his father in 1940 and a bequest 
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by will from his mother of $100,000 
in 1948, the tax on the bequest from his 
mother will be at a higher rate than the 
tax on the gift from his father, because 
of the cumulative feature. A beneficiary, 
therefore, is under penalty if he squan- 
ders a previous inheritance and the prin- 
ciple approaches more closely than other 
methods the objectives of deconcentrat- 
ing accumulations of wealth and of abil- 
ity to pay. 

Another proposal is that the tax on an 
estate should be distinguished as between 
property which the testator has acquired 
by inheritance, and that which he has 
earned, and yet another is that the bene- 
ficiary should be taxed on the basis of 
his own financial worth as well as what 
he inherits. : 


These are not all the new theories. It 
may well be that one day all the con- 
troversy about the relative merits of an 
estate tax and an inheritance tax will be 
only of historical interest, both of them 
having been replaced by a system of 
succession duties that is more practical 
and more scientific. 

I have by no means exhausted the 
matters that may profitably be discussed 
under this subject and I have purposely 
rambled rather widely over it. I hope, 
however, that I have indicated enough 
to arouse your interest in the subject and 
to convince you that it warrants not just 
a consideration of the provisions of the 
Dominion and Provincial Acts, but a 
thorough study that includes the under- 
lying principles of succession duty leg- 
islation. That, in my opinion, is long 
overdue. 








What's In A Name? 


By Harold G. Hinton, C.A. 


A pungent critique of accounting nomenclature 





NE CAN IMAGINE a chartered ac- 

countant with a streak of the devil 
in him, laughing to high heaven when, 
over his signature, he launches a balance 
sheet on an unsuspecting world. He may 
not fully understand it himself but he 
knows that he will never be asked to give 
explanations. Not he, he’s the one to re- 
ceive them! He knows, this C.A., that 
when this balance sheet comes within 
the ken of the average business man it 
will make him lose his bearings, if not 
his mind. He knows, further, that only 
to a favoured few is given the magic 
word to this understanding and that they 
must be equipped with the tools of the 
magician (I mean, the mathematician) 
—the ratios, the percentages, the trends 
and the charts. Surely, His Satanic Ma- 
jesty has a place reserved for him and 
others of his ilk who live on the avails 
of—chartered accountancy! 

This altogether tragic condition has 
been brought about by outfitting a tramp 
steamer with the stores of a luxury liner, 
by making a sheet said to contain bal- 
ances serve as a message to the pro- 
prietors informing them of the condition 
of their company as of a certain date. 


“Balance Sheet” Phoney? 


There seems to be something queer 
about the name “balance sheet”, some- 


thing phoney. In their report to the 
shareholders, auditors are obligated by 
statute to mention whether, in their 
opinion, there is exhibited a true and cor- 
rect view of the state of affairs. Why 
not graciously accede to the wishes of 
our lawmakers and call it a Statement of 
Affairs instead of reserving such a name 
for a child of the gutter in the bank- 
ruptcy court? This child must be iden- 
tified, somehow, and given a name so, 
with due solemnity and intent deter- 
mined, I baptize the little devil ‘Balance 
Sheet”. For here, it actually happens 
that a figure is inserted to balance the 
sheet after the assets are marshalled, the 
liabilities totalled and the amount to bal- 
ance the sheet (Balance Sheet. Follow?) 
is figured out. 


Chartered Accountants! someone has 
switched the babies! Who started it, 
anyway, calling a Statement of Affairs a 
balance sheet and a balance sheet a State- 
ment of Affairs? Where's the scoundrel 
got to? Where's the father of the child? 
Has the marriage been properly certified ? 


What can be done about it? Can the 
facts formerly shown on what was called 
a balance sheet be presented in a better 
and clearer way that will appeal to the 
perplexed family of shareholders afore- 
mentioned? The answer is in the affirm- 
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ative as the following brief example will 
attempt to show. 


A New Frame for the Picture 


First of all, a frame must be designed 
to display the figures to their best ad- 
vantage (see Exhibit on pages 114-5). 
This is not for the searching eye, solely, 
of the banker or tax assessor but is, most- 
ly, for the proprietors — simple-minded 
folk who acquired an interest in the busi- 
ness and left it to others to manage. It is 
not sporting, surely, for the management 
to send them an accounting which cannot 
be assimilated, a mass of figures with 
only names of accounts to differentiate 
them from what might well be, for all 
they know, Einstein’s calculations relat- 
ing to relativity. 

Of what use is a balance sheet if it 
can’t be understood? None! Well, if 
there’s room in the discard beside the 
other outmoded things, throw it in! Be- 
fore doing so, however, I would suggest 
that the liabilities be wrenched from their 
accustomed position on the right hand 
side and placed in some convenient spot 
until it is decided what to do with them. 
If I had my way, I would put them on 
the the new form under the assets chosen 
and available to “cover” them. The 
form, as you will notice in the exhibit, is 
designed for that very purpose. 

But, if the liabilities have special treat- 
ment accorded to them, what of the poor 
proprietor? He has his rights, too! Very 
well, we'll bring him into the picture 
and show what A/s interest is. And that 
is the theme of the first story, the story 
of current assets and liabilities, told in a 
way that can easily be understood. We 
give it a number (I), set it apart, and 
get on to the next. 

This is a somewhat different tale to 
tell. It concerns another class of assets 
and a hard-boiled creditor who won't 
hire out his money unless he gets rent 
and security. He’s not satisfied with the 
fixed assets but wants the permanent as- 





set, land, as well. We show, here, a de- 


scription of the assets which provide the 


security and the amount that has to be 
paid to liberate them. We also show 
the remaining interest as that of the pro- 
prietor. This ends the second story, told 
in a simple, sincere and satisfying man- 
ner. We give it a number (II), set it 
apart and get on to the next. 


Intangibles 


The third story concerns a body of as- 
sets which is, distinctly, in a class by it- 
self. It is composed of what are known 
to the trade as intangibles — goodwill, 
patents and the like. Somewhere in the 
past, they’ve managed to clamber on to 
the balance sheet and now they simply 
won't budge. No creditor wants to have 
anything to do with them. To the pro- 
prietors, they're a continued source of 
embarrassment, so many questions are 
asked concerning them. I’m afraid that 
we shall just have to leave them in the 
hands of the latter for the time being. 


The fourth story, dear reader, needs 
a Dickens to do it justice. It brings all 
the assets, all the liabilities and all the 
proprietors together. What fun they 
have — comparing notes! And then 
they see one of these low percentages 
trying to escape. They all give chase, 
but it finally eludes them by climbing 
down an upward trend! 


The fifth, and concluding, story is a 
typical success story. It tells about the 
proprietor himself. How he came to be 
one and how the world has treated him 
since. Some rich uncle has left him a 
Reserve but it doesn’t seem to be a very 
good mixer. He thinks he'll wait and 
see how it behaves before getting on too 
friendly terms with it. 

Now, these five divisions are clear cut. 
The reader does not have to meander all 
over a balance sheet to get what he’s af- 
ter. He has a clear view, which is al- 
most as important as a true and correct 
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view of his company’s affairs. But even 
with this, his view is that of a wanderer 
through the countryside, not that of a 
surveyor. Of course, there’s bound to 
be an individual or two amongst the pro- 
prietors who wants to be a surveyor. For 
these it is necessary to provide the sur- 
veying instruments, the aforementioned 
percentages, ratios, trends and charts. 
Armed with these, and the profit and loss 
statement, he'll proceed with the survey 
and take the measurement of inventory 
turnover, operational costs, accounts re- 
ceivable conversion periods, working 
capital turnover, percentage of directors’ 
salaries to sales and so on. 


A Pleasure to Sign 

To get back to the new form. The 
same accounts, the same amounts are 
shown as on the old style balance sheet, 
but in a different arrangement. Noth- 
ing has been added except words that 
were previously omitted. No auditor 
could refuse to sign such a statement. It 
will be noticed that the time element has 
been introduced relating to liquidation 
and payment, a matter which the profes- 
sion has side-tracked in the past for the 
reason, perhaps, that “time” had only 
one meaning for it and that related to 
time charges! 

After all, the business does not come 
to an end at the date of the statement 
when it’s a going concern. If the time 
honoured phrase “. . . . drawn up so as 
to exhibit a true and correct view of the 
state of affairs... .” is to continue as 
part of the report to the shareholders, 
there should be some recognition of the 
future in the statement itself. Perhaps, 
the profession covered its eyes to this 
too? Especially, when the future took 
good care of itself and recurring audits 
just kept on recurring! The dictionary 


defines “‘affairs’’ as that which is done or 
is to be done. 


There should, then, be 
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A Scotsman, Mr. H. G. Hinton, 
C.A., came to Canada as a young 
man and settled in Victoria, B.C. 
He was admitted to the British 
Columbia Institute in 1919 and, 
on coming to Toronto, to the On- 
tario Institute in 1945. Interested 
in the theatre, Mr. Hinton has 
been a governor of the Canadian 
Drama Award. He is also a life 
member of the Royal Victoria 
Yacht Club. 





some projection of these into the future. 
The ultra-conservative auditor may wish 
to leave this to the company to foretell. 
He’s almost certain to, if the Statement 
of Affairs is tending to become a balance 
sheet or vice versa. 

As for names, my preference is for 
neither of these. I'd call the darned 
thing a Statement of Condition and 
Equity. Affairs might mean anything, 


We have all been slaves to a form. 
Why should the assets be grouped on 
one side of a statement and the liabilities 
on the other? Is it not better accounting 
to show the assets which are cash and 
those which will be converted into cash 
within a reasonable time, deduct there- 
from the accounts which must be paid 
thereout and show the remaining cash 
which the proprietors have an equity 
therein so that their interest is stimulated 
thereby ? 

The C.A. says “it’s there.” 

The banker thunders “where?’’. 

The figures dance around. 

The meaning can’t be found. 

And all because of the hide-bound form 

That leaves things in the air. 
(From the epic poem by G. Urquhart 
Clarke, C.A., entitled ‘Lo, the 
Humble Balance Sheet’) 
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THE A. B. C. CORPORATION LIMITED 


Statement of Condition and Equity 
as at the 31st December 1949. 


Realizable, 
Fixed, 
Permanent, and % of Total 
Intangible Equities Prop’s. 
Assets Outsiders Prop’s. Equity 
I. Current assets realizable 
within twelve months:— 
NE pean arian s  Seeree tc, Sees $ 30,000.00 


Accounts Receivable $212,000.00 
Less provided out 

of this and prior 

years’ earnings for 

accounts consider- 

ed unrealizable .... 6,000.00 


Inventories:— 
Finished goods ...._ 270,000.00 
Goods in process 36,000.00 
Raw materials .... 60,000.00 


Total of the current assets from 
which are to be paid current 
liabilities within the twelve 
months composed of:— 
Trade accounts and taxes ........ 
TU ARES ROC (oo. ..n.ssecreinescsess 
CRORES MOCUIOD 5. cassis isesssresineese 


ANE Ns cys ccdh cecciceseacigtee's 
Leaving an equity for the proprie- 
tors amounting tO... cece 


II. Fixed assets:— 
Buildings _................ 400,000.00 
Less charged against 
this and prior years 
for the use thereof.. 60,000.00 


Leaving to be charg- 

ed to earnings of 

the fulure ................ 

Machinery and 

Equipment ............ 172,000.00 
Less charged against 

this and prior years 

for the use thereof 24,000.00 


206,000.00 


366,000.00 


602,000.00 


$190,000.00 
7,000.00 
3,000.00 
200,000.00 


$402,000.00 47.7 


340,000.00 
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Leaving to be charged to earn- 


ings of the future .........0.......... 148,000.00 
488,000.00 

Add: Permanent asset encumbered:— 
BES ior iv npecasr ace inna cs Seas ork es 30,000.00 
Te OE ei cascocecanscs 518,000.00 


III. 


These assets have been pledged 
as security for a mortgage ma- 
turing on 31st December 1954 
with interest at 5% payable 
NN gts os septa cnecnasecsises 50,000.00 
Leaving an equity for the prop- 
prietors amounting to ................ 


Intangible Assets:— 
Goodwill, being amount paid to 
previous owners at inception of 


CAIN PU os ck sents ce atnie ces 50,000.00 
Patents and patent rights 
(Nominal value thereof) ........ 50.00 


. Total Realizable, Fixed 


Permanent and Intangible 
NE taco rcksshane iaicensdsnpneieesn ... 1,170,050.00 


of which outsiders have an 
NO ie ai casa sasscscv aps kscanisnesssives 250,000.00 


and proprietors of .................005+ 


. The proprietors’ equity is 


represented by the following 
accounts: — 
Capital stock account (55,005 shares of $10.00 each) 
Surplus account:— 

Balance at Ist January 1949 oo........ccccsseeceseeees 238,000.00 
Profits for the year after providing for un- 

realizable accounts, amortization of fixed 


assets aNd INCOME taXES ..............scecsesscersesseees 59,502.50 
297,502.50 
Re TRIIAIRD HAE |. Rik rhe Rarer 27,502.50 


Reserve for contingencies to provide for de- 
valuation of inventories and/or equalization 
Or TI Si AS Ss it iin eed 


(Here follows the auditors’ report to their clients, the shareholders) 


468,000.00 


50,000.00 


50.00 


920,050.00 


550,050.00 


270,000.00 


100,000.00 


920,050.00 


50.9 


94.6 


5.4 


100.00 











Recommendations Upon the Income Tax Act 


submitted by 
The Canadian Bar Association 


and 


The Dominion Association of 
Chartered Accountants 





TAX EVASION 
Sections 125 and 126 

The principal objection to the Income 
War Tax Act was that because its incidence 
was so often dependent upon the exercise 
of Ministerial discretion there was uncer- 
tainty as to the application of many of its 
provisions. The new Income Tax Act has 
done much to clarify the meaning of various 
sections and in particular Ministerial dis- 
cretion has for the most part been replaced 
by a rule of law. Credit is due those re- 
sponsible for their achievement in this im- 
portant matter. 

However, some of the provisions in the 
new Act designed to prevent evasion are 
so vaguely worded that their meaning is far 
from clear and their application consequent- 
ly uncertain. Thus the benefits derived from 
the removal of discretion and the clarifica- 
tion of many provisions have been largely 
offset. 

It is fundamental in a free society that 
the subject should be protected from the 
exercise of arbitrary power by the provis- 
ion of reasonable access to the Courts of 
law and that men are entitled to foreknowl- 
edge of what conduct is forbidden and sub- 
ject is mot denied. But sec. 126 en- 
laws above all should be clear and certain. 
Vagueness and uncertainty in such enact- 
ments must always leave men in doubt as 
to whether certain actions are within the 
law and as to when, if at all, their conduct 
will be held wrongful. 

Attention is directed to sec. 126 of the 


Income Tax Act, which confers the widest 
power on the Treasury Board to counteract 
so called improper attempts at evasion. That 
the prevention of evasion is a laudable ob- 
ject is not denied. But sec. 126 endeavours 
to achieve this desirable end by means which 
cannot be so described. Its broad effect is 
to constitute the Treasury Board a court of 
censorship with power to impose punish- 
ment for conduct which it considers immoral 
or reprehensible. 


While an appeal lies from an assessment 
made pursuant to the Treasury Board’s di- 
rection it is to the Exchequer Court not 
to the Income Tax Appeal Board, and it is 
thus open to the strong objection, based on 
the expense and delays of appeal, which 
gave rise to the more expeditious and 
cheaper appeal to the Income Tax Appeal 
Board. The effect of this is, of course, to 
inhibit appeals and thus to give undue per- 
suasive force to the opinion of treasury 
authorities in regard to any transaction 
which may incur their disapproval. More- 
over the section does not in terms give the 
Exchequer Court power to review the de- 
cision of the Treasury Board. 


This section further declares that it suf- 
fices that one of the main purposes for en- 
tering into the transaction was the improper 
avoidance or reduction of taxation, even 
though such avoidance or reduction was not 
illegal. This distinction between impro- 
priety and illegality creates a most difficult 
problem of construing the intent of Parlia- 
ment, particularly in view of the long-stand- 
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ing and frequently repeated rule that a tax- 
payer is not bound so to arrange his affairs 
as to incur the greatest burden of taxation, 
but on the contrary is entitled so to arrange 
them as to incur the least burden of taxa- 
tion. When, then, does effort to minimize 
the tax burden become improper? If it in- 
volves fraud or deceit or other wrongful 
conduct, clearly no extraordinary provision 
is required to safeguard the revenue. Here 
again the effect of these vague and doubtful 
provisions, coupled with the difficulties in 
the way of access to the Courts, will be in 
many cases to induce hesitant taxpayers to 
compromise matters in dispute. 


As intimated by the Minister of Finance 
in 1943, this extraordinary provision was 
deemed necessary purely as a wartime meas- 
ure. It has no place in a democratic 
country in time of peace. In this connection 
it may be pointed out that the almost iden- 
tical provision in the British Act was never 
applicable to income tax at any time, but 
only to the excess profits tax. With the 
repeal of excess profits tax in that country 
at the end of 1946 there is no longer any 
such extreme provision in the British law. 
It seems deplorable that it is still deemed 
essential in this country, particularly since 
virtually all other wartime emergency pow- 
ers have been abandoned. 


Much of the same criticism is also di- 
rected towards sec. 125 of the new Act. 
This section is couched in language of the 
widest kind, and its effect is to create a 
quasi-discretionary power in the Taxation 
Division to single out particular transac- 
tions for disapproval. So far as subsec. (1) 
is concerned, it is difficult to see why sec. 
12(2), which will disallow any ex- 
pense which is not reasonable in the cir- 
cumstances, is not sufficient. Subsec. (2) 
is of such an all-embracing nature as to put 
it quite beyond the capacity of any tax- 
payer to foresee the consequences from a 
taxation point of view of many transactions 
which he may wish to enter. It creates 
uncertainty in the law and in the minds of 
Canadian citizens. 

Should a taxpayer evolve a method of 
evasion which is not caught by the statute, 
Parliament can close the loophole by legis- 
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lation apt for the purpose if Parliament, not 
the Treasury Board, deems it advisable to 
do so. It is better to suffer an occasional 
loss of revenue, regrettable though it be, 
than to perpetuate a set of legal principles 
which are foreign to our form of society 
and the character of our peopls. Canadians 
should be governed by the law as enacted 
by Parliament and interpreted by the Courts. 

It is recommended that secs. 125 and 126 
be deleted from the Act. 


APPROPRIATION OF PROPERTY 
TO SHAREHOLDERS 
Section 8(1) 
Section 8(1) is objectionable because 
(a) the amount to be taxed to the share- 
holder is not limited to the undis- 
tributed income on hand of the com- 
pany as was the case in sec. 18 
of the Income War Tax Act, the 
precursor of this section. 
paragraph (b) should only apply to 
appropriations other than those made 
pursuant to bona fide business trans- 
actions, otherwise it would apply to 
such a transaction as the redemption 
of bonds and debentures owned by 
shareholders. 
(c) paragraph (c) is couched in such 
wide terms as to be incapable of 
precise definition. 


(b 


~— 


It is recommended that paragraph (b) be 
made applicable only to transactions which 
are not bona fide business transactions and 
that paragraph (c) be deleted from the 
statute, and that the whole subsection be 
amended so that it is applicable only to the 
extent of the undistributed income on hand 
of the company. 


CAPITAL COST OF PROPERTY 
Section 11(1)(a) 


The allowance under this subsection ought 
to be a matter of right, as was the case 
prior to 1940, so that taxpayers shall be 
entitled to recover their capital cost from 
income. Any regulations issued hereunder 
should be confined to the matter of rates, 
only. 

With regard to the regulations it is point- 











ed out that the loss carry-over provisions 
have very largely eliminated the need for 
detailed and rigid rules in respect of de- 
preciation allowances, in particular, the 50% 
rule for years of loss. 

The regulations to be issued under the 
Act should permit depreciation allowances 
in line with business requirements and in 
particular, a reasonable latitude as to rates 
of depreciation should be acknowledged. 

It is recommended: 

1. that sec. 11(1)(a) be amended to read 

as follows: 

“(a) such reasonable part of the capital 
cost to the taxpayer of property, 
or such reasonable amount in re- 
spect of the capital cost to the 
taxpayer of property as shall be 
prescribed by regulation”, and 


2. that the rates to be allowed should be 
in the nature of guides and the tax- 
payer should be permitted to claim al- 
lowances at higher or lower rates with- 
in reasonable limits subject ‘to a pro- 
vision that in the event of disposal of 
the asset at a profit or a loss (calcul- 
ated on the depreciated value for tax 
purposes) the amount previously de- 
ducted for depreciation be adjusted in 
the year of disposal by reference to the 
normal rate, to the extent of the 
amount of such loss or profit. 


INVENTORY VALUATION 
Sections 4, 14(2), 114(1), 
127(1)(v) 

Sec. 14(2) contemplates methods of valu- 
ing inventories other than the “lower of cost 
or market’, In this connection it may be 
pointed out that each of the words “cost” 
and “market”, neither of which is defined 
in sec. 14(2), has more than one meaning in 
business and accounting usage. Accepted ac- 
counting principles recognize some half doz- 
en bases for the determination of “cost” and 
at least three for the determination of “mark- 
ket” value. (See Appendix at p. 123 et seq.) 

It is recognized that power to prevent 
tax evasion must be ample and that if tax- 
payers are allowed to change from one 
manner of inventory valuation to another 
freely and without restriction of any kind 
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tax evasion would be possible. If this could 
be done under sec. 4 standing alone, it would 
seem that advantage would have been taken 
under the British Act, which has no specific 
provision in respect of inventory valuation 
but leaves the matter to be decided by sound 
commercial usage and accounting principles; 
but such does not appear to have occurred. 
Sound commercial usage and accounting 
principles oppose a change in the manner of 
valuing an inventory unless for a sound 
business reason. It follows that under sec. 
4 a taxpayer would not be free to change 
his method of inventory valuation as the 
spirit moved him and that in every case 
the Revenue, because it has the power to 
assess, would be protected by requiring any 
taxpayer to establish the validity of his reas- 
ons before a Court. 

Perhaps the most desirable result from 
the repeal of sec. 14(2) would be the preser- 
vation of flexibility in the law to meet the 
complex and ever changing conditions in 
which the thousands of enterprises in this 
country operate, while at the same time safe- 
guarding the revenue. Rigidity of the law 
on matters of so much concern to business 
would be a most serious handicap to Cana- 
dians now engaged in the greatest period of 
commercial and industrial expansion in their 
history. 

It is recommended that sec. 14(2) be de- 
leted from the Act. 


METHOD OF COMPUTING 
INCOME 
Sections 4, 14(1) and 129(9) 

Subsec. (1) of sec. 14 deals with the 
“method for computing income from a 
business or property”, and provides that 
once a method has been accepted such 
method shall be continued unless the Min- 
ister concurs in the adoption of a different 
method. 

Ministerial discretion should not be re- 
introduced into the law, particularly in re- 
lation to the “method of computing income” 
which, for lack of definition, may cover a 
very wide field, since it may well introduce 
an undesirable rigidity into business and 
commercial practice. 

It is recommended that sec. 14(1) be 
amended to read: 
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“When a taxpayer has adopted a method 
for computing income from a business or 
property for a taxation year and that 
method has been accepted, income from 
the business or property for a subsequent 
year shall, subject to the other provisions 
of this Part, be computed according to 
that method unless the taxpayer has 
varied his method in order that it will 
more clearly reflect the income.” 


CONSOLIDATED RETURNS 
Section 75 


The penalty tax of 2% on consolidated 
returns is a deterrent to a desirable prac- 
tice. Both from the point of view of the 
Revenue and of business the filing of con- 
solidated returns should be encouraged. 
They simplify the tax administration through 
making it unnecessary to police inter-com- 
pany transactions and, particularly since en- 
actment of the loss carry-over provisions, 
give no unwarranted advantage to the com- 
panies included within the consolidation. 


It is recommended that the 2% additional 
tax applicable to consolidated returns be 
eliminated. 


RESERVES 
Section 12(1)(e) 


Reserves should be permitted to provide 
for costs and expenses which are an ordin- 
ary risk of business already transacted and 
which would be deductible as an expense 
if incurred in the taxation period, e.g., a 
reserve for obligations to repair or replace 
products already sold (warranties or guar- 
anties). These should be permitted on the 
same basis as reserves for doubtful debts, 
i.e, where the amount may be reasonably 
estimated on the basis of the experience of 
the business or of other businesses of the 
same class. 


The acceptance of this proposal would in- 
volve making some provision for existing 
reserves which hitherto have not been allow- 
ed under the law. The simple approach 
would be to allow these in the first year the 
change is made or otherwise spread them 
over a short period of years. 

It is secommended that the Income Tax 


Act be amended to permit the deduction 
of reserves covering costs and 

which are an ordinary risk of business al- 
ready transacted to the extent that they 
would be deductible as expenses if incurred 
in the taxation period. 


PERSONAL CORPORATIONS 
Section 61 
In enacting the new provisions respecting 
personal corporations the exemption of divi- 
dends paid out of capital has not been 
repeated. Subsec. (6) of this section vio- 
lates the principle that for taxation pur- 
poses, personal corporations are regarded 
as mere conduits for channelling receipts to 
the shareholders and that it is the latter 
who are charged to the tax. The eventual 
result of the dropping of this exemption 
will merely be to force the winding-up of 
personal corporations from time to time 
and thus add a needless complication to the 
operation of such corporations without 
achieving any desirable end. 


This omission may also have unfortunate 
and probably unforeseen consequences, in 
view of the transitional provisions, in that 
it may prevent a personal corporation from 
continuing to distribute its income by way 
of tax free dividends if it has in the past 
taken advantage of the old exemption for 
dividends paid out of capital. Unless the 
old exemption is restored sec. 61 should 
be amended to make it quite clear that 
subsec. (6)(b) thereof refers only to ex- 
empt dividends paid out of the income of 
the personal corporation, and not to divi- 
dends paid out of capital (during the years 
1938 to 1948 inclusive) and exempt under 
the last sentence of sec. 21(6) of the Income 
War Tax Act. 


Attention is also called to the extremely 
harsh penalty imposed upon the chief share- 
holder of a personal corporation, by sec. 
61(7), for a mere technical failure to file 
a statement of assets and liabilities and 
income of the personal corporation with his 
return. No such penalty should be imposed 
if the shareholder discloses his control of 
the personal corporation unless he wilfully 
refuses to supply proper details upon re- 


| 
| 
| 
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quest. There are sufficient penalties else- 
where in the Act for failure to include his 
share of the income. 


It is recommended that the former basis 
of taxation in respect of personal corpora- 
tions be restored and that the penalty under 
subsec. (7) be deleted. 


INTEREST ON INDEBTEDNESS 
Section 11(1)(c) 

Expenses incurred in connection with a 
bond issue such as legal fees, printing costs 
and so forth, and the amortization of bond 
discount might well be allowed as deduct- 
ible expenses with due provision, of course, 
that both the effective interest and the 
nominal interest rates shall be reasonable. 
Provision would also have to be made to 
exercise control over transactions between 
related companies. It is appreciated that 
this will require consideration of the basis 
upon which the recipient shall be taxed. 
In appropriate cases, sec. 7 which deals with 
blended payments of interest and principal 
may be invoked to bring the effective rate 
into charge. 


The recent decision in the McCool case, 
which disallowed the interest upon the bal- 
ance of the purchase price of a property 
used in the business because it was not 
“borrowed” capital, is at variance with or- 
dinary commercial practice and the practice 
which prevailed under the Income War Tax 
Act. The Act should be amended to bring 
its provisions into line with accepted com- 
mercial and business practice. 

It is recommended 


1. that sec. 11(1)(c) be amended to al- 
low deduction of interest at the effec- 
tive rate, and 

2. that its provisions be broadened to 
counter the effect of the recent decision 
in the McCool case. 


MANAGEMENT FEES 
Section 96(1)(f) 

The imposition of a tax upon fees paid 
to non-resident corporations in respect of 
management, technical, professional or other 
services, information or advice, know-how, 
etc., is an undesirable innovation. In many 
cases the tax would be imposed on gross 





rather than net income and is thus in the 
nature of an excise tax. This paragraph 
is contrary to the spirit of the convention 
any may well result in the double taxation 
which the convention sought to avoid. At 
a time when other countries are employing 
every device possible to obtain technical in- 
formation from all sources, obstacles should 
not be placed in the way of legitimate and 
desirable attempts by Canadians to obtain 
technical and specialized knowledge from 
other countries. It is contrary to our na- 
tional interest to increase the cost of ac- 
quiring useful knowledge. While this tax 
is imposed on the non-resident it will tend 
to be passed back eventually to the Cana- 
dian purchaser of the information and ulti- 
mately to Canadian citizens generally. 

It is recommended that sec. 96(1)(f) be 
deleted from the Act. 


UNDISTRIBUTED INCOME 


It is recommended that a definition of 
undistributed income be incorporated in the 
Act in the terms used in sec. 94 of the 
Income War Tax Act, subject to two small 
changes: 

(1) Presumptive dividends as well as ac- 
tual dividends should be deducted in 
computing undistributed income (see 
sec. 20 of the Income War Tax Act). 

(2) Any income derived from fiscal per- 
iods ending prior to July 1, 1917 
should be excluded from the compu- 
tation, inasmuch as the Income War 
Tax Act was not applied to periods 
prior to that time. 


DEDUCTION FOR 
FOREIGN TAX ON 
DIVIDENDS FROM SUBSIDIARIES 


Section 37 

The tax credit provided for in this sec- 
tion may give little relief because of the 
loss carry-over provisions in the foreign 
country, with the result that the income may 
be taxed three times, once in the foreign 
country, once in Canada when the dividend 
is received by the Canadian holding com- 
pany with no tax credit under sec. 37, and 
again in Canada when the Canadian holding 
company pays a dividend to its shareholders. 











This complicated provision is designed to 
grant relief in respect of the tax paid by 
foreign subsidiaries and to recover the dif- 
ference between the domestic rate and the 
foreign rate where the latter is the lesser. 
As the difference between domestic and for- 
eign rates narrows, the amount of tax re- 
covered under these provisions becomes 
smaller, and in any event is probably not 
significant. 

It would be more equitable to the tax- 
payer and simpler of administration if for- 
eign dividends received under the circum- 
stances set out in sec. 37 were exempt from 
tax when received by the Canadian holding 
company. 

It is recommended that dividends from 
foreign subsidiaries be exempt from tax in 
the hands of their Canadian holding com- 


pany. 


LOSS 


Section 127(1)(w) 

The definition of “loss” contained in the 
Act should be amended to take into ac- 
count the suggestion regarding the exemp- 
tion of dividends from foreign subsidiaries. 
Moreover, the definition of loss is ambig- 
uous in regard to the treatment of exempt 
income. 

It is recommended that exempt income be 
specifically excluded in the computation of 
a business loss. 


ENFORCED DISTRIBUTIONS OF 
UNDISTRIBUTED INCOME 
Section 9(6) and (8) 

Sec. 9(6) and (8) does not provide ade- 
quate practical means to enable a taxpayer 
shareholder to appeal an assessment levied 
pursuant to notification under sec. 9(6). 
Moreover, the absence of any provision per- 
mitting the company itself to contest the 
assessment on its shareholders is a serious 
drawback. Any contestation of the notifica- 
tion will be upon assessment of the share- 
holders and therefore long after the ninety- 
day period in which case if the appeal is 
lost a double tax will be imposed, unless 
the company has foregone its objection and 
paid out the amount in question within the 
ninety days. 
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As to the whole question it would ap- 
pear that the section in its present form 
and with its lack of certainty with respect 
to appeal will act as a club in the hands 
of the Assessment Department without any 
really effective recourse to the Courts. 

Any company attacked under this section 
would in effect have to make its peace with 
the Minister within ninety days after the 
mailing of the Notice or else unduly pen- 
alize its shareholders. Ninety days, it is 
submitted, is not sufficient time to gather 
together all the facts which would be of 
importance, have a hearing, get a decision 
and then act on a dividend. 

It is recommended that a company be 
given the right of appeal from such a noti- 
fication and that the time limit for actual 
distribution of a dividend under subsec. (8) 
run from the final determination of the 
appeal. 


INCOME FROM OFFICE OR 
EMPLOYMENT 


Section 5 

The principle enunciated in sec. 5 is un- 
just, particularly in view of the privilege 
accorded to the running trades. In a 
complex industrial and social community 
such as Canada there are countless methods 
of gaining a livelihood and as a matter of 
simple justice a taxpayer ought to be sub- 
ject to taxation only on the income which 
he receives clear after payment of all ex- 
penses necessarily incurred in the earning of 
it. It is difficult to see why any distinction 
should be made in this respect between per- 
sons employed on salary and those who re- 
ceive fees or profits or the like. 

It is submitted that the principle adopted 
in England, (under Schedule “E”, Rule 9 
of the British Income Tax Act), Australia, 
South Africa and New Zealand, might well 
be followed in this country. Under the 
British Act, the holder of an office or em- 
ployment who expends money wholly, ex- 
clusively and necessarily in the performance 
of his duties, may deduct such expenses in 
the computation of his income. 

It is recommended that the Income Tax 
Act be amended to permit the deduction 
of such expenses. 
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REMUNERATION PAID TO 
SPOUSE OF A PROPRIETOR OR 
A PARTNER 


Section 21(2), (3) and (4) 

The provisions of the Act relating to the 
remuneration paid to the spouse of a pro- 
prietor of a business or a partner will result 
in inequitable taxation in countless deserv- 
ing cases, particularly since sec. 12(2) of 
the Act would appear to provide adequate 
protection for the revenue. 

A possible solution to this whole problem 
of the income of a spouse from a business, 
partnership or other source, may be found 
in the principle of splitting the incomes of 
husband and wife (as in the United States). 


It is recommended that sec. 21(2), (3) 
and (4) be deleted from the Act. 


LOSSES BY A CORPORATION IN 
ANOTHER COUNTRY 


Section 20 

Under this provision a Canadian company 
cannot deduct a foreign loss from Canadian 
income if it has at any time claimed a de- 
duction for tax paid to the government of 
such country. The principle of carrying 
back and carrying forward business losses 
for taxation purposes is now fairly generally 
recognized in other countries as well as 
Canada. A Canadian company may thus be 
taxed on foreign losses because it cannot 
apply the loss against Canadian income 
whilst in the foreign country the loss may 
be carried forward or backward to reduce 
the tax paid in that country and thus the 
tax credit that could be claimed in Canada. 

It is recommended that sec. 20 be deleted 
from the Act. 


LIMITATION ON DEDUCTION TO 
SPOUSE BY REASON OF RECEIPT 
OF EXEMPT INCOME 


Sections 25(2)(a), (b) 
and 127(1)(n) 

A limitation upon the deduction allowed 
to one spouse by reason of the receipt of 
income including exempt income by the 
other spouse is inequitable. For example, 
why should the receipt of exempt income 
by a taxpayer's wife have the effect of in- 
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creasing the tax payable by the husband 
(which it does by reducing his exemption) 
when it would not do so if he were to re- 
ceive the exempt income himself? 


The definition of exempt income under 
sec. 127(1)(n) is wide enough to include 
receipts which are capital receipts and not 
income under the old Act. Since the defi- 
nition includes amounts received by a tax- 
payer which are “by reason of any provision 
in Part I not included in computing his 
income” it would seem that the whole of the 
amount received by the spouse of a taxpayer 
in redemption of a war savings certificate 
would constitute exempt income. 

It is recommended that the words “plus 
exempt income other than” be deleted from 
sec. 25(2)(a) and (b), and the words “other 
than exempt income and” substituted there- 
for. 


TRUSTS OR ESTATES 


Section 60(2) 

Sec. 60(2) perpetuates the policy of tax- 
ing payments for the maintenance of trust 
property even though they be made out of 
capital. This provision should be confined 
to payments made out of the income of the 
trust or estate, as in the case of subsec. (1), 
which would be in harmony with the gen- 
eral recommendations of the Ives Commis- 
sion regarding the taxation of annuities out 
of estates and trusts and otherwise. In 
any event it would not be difficult for a 
person aware of the effect of this subsection 
so to arrange his affairs as to avoid tax on 
such payments out of capital. Subsec. (1) 
of sec. 60 appears to be wide enough to 
cover maintenance payments out of the in- 
come of the trust or estate. 

It is recommended that sec. 60(2) be de- 
leted from the Act. 


PENALTY FOR FAILURE TO FILE 
INFORMATION RETURNS 


Section 117 
The penalty imposed by sec. 117 seems 
to be unnecessarily severe for failure to file 
the returns required by sec. 112(2). This is 
the employee's return to his employer 
claiming exemption for dependents and 
marital status in connection with withhold- 
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ing from his salary or wages. There is al- 
ready a penalty for this in sec. 112(3), and 
in any event, if the employee does not com- 
plete the form, tax is deducted on the basis 
of a single person so that the tax deductions 
are greater than would otherwise be the 
case. 

It is recommended that sec. 117 be 
amended by deleting the reference to sec. 
112(2). 


MEDICAL EXPENSES 


Section 26(b)(v) 
It is recommended that sec. 26(b)(v) be 
amended by adding the phrase, “or mentally 
incapacitated”, after the word “blind”. 


BINDING EFFECT OF 
ASSESSMENT 


Section 42(6) 

Sec. 42(6) provides that an assessment 
shall be valid and binding notwithstanding 
any proceedings other than an appeal or an 
objection thereto. It is believed that pro- 
vision should be made in this section for a 
re-opening of assessments where retroactive 
legislation is enacted. It is also thought 
that this provision might better be placed 
under the Division of the statute dealing 
with appeals. 

It is recommended that this section be 
amended to provide the taxpayer with the 
right to be re-assessed where subsequent 
legislation confers on him a retroactive tax 
benefit. 


PAST SERVICE CONTRIBUTIONS 
TO SUPERANNUATION FUNDS 


Section 69 

This section provides for the deduction 
in computing income of special payments 
on account of employees’ superannuation or 
pension funds. However, it does not ap- 
pear to cover adequately cases in which the 
payments are made over a period of more 
than ten years. There seems to be no rea- 
son why such an allowance should not be 
continued. 


It is recommended that this section be 
amended to provide for the deduction of 
payments spread over a period of more than 





ten years in addition to those made in a 
lump sum or over a ten year period. 


CONTENTS OF 
NOTICE OF ASSESSMENT 


It is recommended that the Act should 
provide that assessment notices contain full 
particulars of those matters wherein the 
assessment differs from the return filed, of 
the payments applied to the tax, of the in- 
terest payable, and of the procedure for fil- 
ing objection and appeal. 


APPENDIX 
Section 14(2), (page 118) 


Inventory Valuation 

For many years the efforts of account- 
ants have been directed towards the de- 
lineation of the most suitable methods of 
ascertaining profits and there is now gen- 
eral agreement that the profit is the excess 
of revenues over all costs properly allocable 
thereagainst. The real purpose of inven- 
tory valuation is to arrive at a proper 
matching of costs against revenues. While 
the items going to make up the inventory 
are those which are valued, the purpose of 
such valuation is to determine the costs 
which will be carried forward to be matched 
against the revenues of future periods. 
The value so arrived at permits the calcu- 
lation of the costs to be matched against 
the revenues of the current period. 


In order to meet the needs of sound 
business management the accounting pro- 
fession, particularly in the English-speaking 
world, has endeavoured to develop prin- 
ciples which will assist in the fair and cor- 
rect recording of business transactions. One 
of the principles earliest developed was that 
the accounting recognition of a transaction 
should be based on cost. In conformity 
with this general rule, the basic guide in 
the valuation of inventories may be said to 
be “cost”, as hereinafter defined. 

The “cost” of the items in an inventory 
is the total of the various charges that have 
been incurred in placing the material on 
its location in its present condition. 

In this connection it is to be noted that 
the charges so incurred by a merchandising 
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concern are naturally somewhat different 
from those incurred by a manufacturing 
company. In the case of the merchandising 
concern, “cost” may be said to be laid down 
cost, i.e., invoice cost plus customs and ex- 
cise duties, sales taxes, freight and other 
shipping charges, cartage charges, and, in 
the case of goods which by their nature have 
to be stored for a significant period of time, 
a@ proportionate share of the warehousing 
expense. In the case of a manufacturing 
concern, “cost” of the raw materials will 
be the laid down cost and the “cost” of 
goods in process and finished goods will be 
the prime cost, i.e. the cost of materials 
and labour, plus the proportionate share of 
the general administrative and overhead ex- 
pense that is properly chargeable to produc- 
tion. 

In some manufacturing organizations 
where the accounting system is sufficiently 
extensive, costs may be calculated on a 
“standard cost” basis. “Standard costs” 
are carefully estimated costs usually estab- 
lished as a result of scientific fact finding 
and represent the costs which it is estimated 
will be incurred under a properly planned 
method of manufacturing a product. If the 
variances between standard costs and actual 
costs under normal conditions are not sig- 
nificant in relation to the total, it is per- 
missible in accordance with accepted ac- 
counting principles to use standard costs in 
place of actual costs in recording the valua- 
tion of inventories. 


Since the number of items remaining in 
an inventory at the end of a year is less 
than the aggregate of those in the inven- 
tory at the beginning of the year and those 
acquired during the year, the costs applicable 
to the remaining items are only part of the 
whole of the costs incurred during the year 
together with those carried forward from 
previous years. In determining the cost 
applicable to these remaining items sev- 
eral methods have gained recognition and 
may be said to be generally accepted. 


(a) Specific item cost: Where the items 
under consideration are of such a na- 
ture and value as to be practicably 
capable of individual identification 
and where such a procedure would 


(b) 


(c) 


(d) 
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most clearly reflect the income, the 
cost of the items remaining in the 
inventory should be determined as 
the sum of the laid-down, manufac- 
tured or standard costs of the indi- 
vidual items making up the inven- 
tory. 

FIFO (First In, First Out): In this 
case the cost of the goods remaining 
at the end of year is determined on 
the assumption that the first costs 
assumed are the first costs to be 
cleared by charges against revenues, 
or, in other words, for the purposes 
of income determination it is as- 
sumed that the first goods purchased 
or acquired are the first goods sold. 
Therefore, in allocating the costs to 
the inventory on hand at the end of 
the year it is assumed that the goods 
on hand are those most recently ac- 
quired. 

Average: In this case the value given 
to an item in the inventory is the av- 
erage of value given to such an item 
at the beginning of the period and 
the costs of such items acquired dur- 
ing the period. The costs cleared 
by a charge against revenues are cal- 
culated on the basis of the averages 
so arrived at for the various items 
making up the inventory. The av- 
erage may be calculated in a num- 
ber of different ways such as a 
straight arithmetic average, a weight- 
ed average or a moving average, de- 
pending upon the circumstances pre- 
vailing in any particular business. 
LIFO (Last In, First Out): In this 
case the cost of the goods ‘remaining 
at the end of the year is determined 
on the assumption that the most re- 
cently assumed costs are the first 
costs to be cleared by a charge to 
revenues, or, in other words, for the 
purpose of income determination, it 
is assumed that the last goods pur- 
chased or acquired are the first goods 
sold. . Therefore, in allocating the 
costs to the inventory on hand at the 
end of the year it is assumed that 
the goods on hand are those first ac- 
quired. 


Recommendations on 


In the determination of income it has 
long been recognized that under certain 
circumstances it is necessary to reduce the 
“cost” figure to a lower level, commonly 
known as “market”. This recognizes the 
lowered usefulness of the inventory, from 
the standpoint of its revenue producing po- 
tentialities, and adjusts its valuaticn in line 
with this lowered usefulness. 


The decline in usefulness may be brought 
about by a number of factors over which 
the particular concern usually has no con- 
trol, such as obsolescence, falling price 
levels or damage or soiling of the goods 
by potential customers. The underlying as- 
sumption is that competition will force the 
prospective seller of such goods to reduce 
his selling price because they have a lowered 
usefulness to potential buyers, thus bring- 
ing about a decline in their revenue pro- 
ducing potential. Because of competitive 
conditions “market” may be taken as a rea- 
sonable measurement of the remaining use- 
fulness of the items and therefore as a rea- 
sonable means of measuring the amount of 
the decline. 


In the determination of income known 
losses of this nature must be taken into ac- 
count if the income for the period is to be 
correctly stated. 

The term “market” has not acquired a 
meaning that, in this particular context, can 
be said to be universally accepted. By some, 
“market” is taken to mean the reproduction 
or replacement cost of the item or the equiv- 
alent cost that would have to be assumed to 
replace the item at a particular point of 
time. By others “market” is taken to mean 
the amount that can be realized from the 
sale of the article after taking into account 
the costs of selling and those necessary to 
put the item in condition to be sold and tak- 
ing into account all conditions at the time 
of valuation which would affect the amount 
obtainable upon realization. The latter view 
has been approved by the Institute of 
Chartered Accountants in England and 
Wales, while the former view, with import- 
ant modifications, has been taken by the 
Committee on Accounting Procedure of the 
American Institute of Accountants. 


The usual practice in Canada is to regard 
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“market” as being the estimated realizable 
value less the gross profit margin which 
would be realized under normal conditions. 


If “market” is less than “cost” in any in- 
stance, the effect of reducing the valuation 
from “cost” to “market” is to recognize the 
loss sustained and to enable the business 
to look forward to a normal profit in the 
succeeding period when the items are sold. 


Since goods are purchased or manufac- 
tured with the intention that they shall be 
sold at a profit, it appears that the most 
logical definition of “market” is one which 
relates the calculation to the purpose for 
which the goods are held. It is suggested, 
therefore, that the term “market” be defined 
as meaning: 

“the estimated amount which may be 
realized from the sale of the item or 
items less the gross profit margin which 
would be realized under normal condi- 
tions. (In estimating the probable rea- 
lizable value, general business conditions, 
the state of the particular market upon 
which the goods will normally be sold 
and all other relevant factors must be 
taken into consideration.)” 

It was stated above (page 124) that the 
manufactured cost should be taken to mean 
the prime cost plus the proportion of gen- 
eral and administrative expenses properly 
chargeable to production. While as a gen- 
eral rule this is correct, in many instances 
taxpayers have consistently followed the 
practice of charging only a part or perhaps 
none of such expenses to inventory. If 
such practice has been followed in the past, 
the same procedure may properly be fol- 
lowed in the future, provided it is consist- 
ently applied and providing it results in a 
reasonably fair determination of profits. 


The foregoing statement is applicable in 
the majority of cases but there are a number 
of prominent exceptions, of which the fol- 
lowing are examples: 

(a) In some instances valuation at “cost” 
may be adopted in respect of work-in- 
process inventories regardless of 
“market”. This procedure is ap- 
plicable where goods are manufac- 
tured for a specific order and where 
conditions surrounding the order are 











such that the arranged price will be 
secured regardless of changes in 
price levels or ‘market’. This method 
is often followed in the job-printing 
trade in respect of work-in-process 
inventories. 


(b) Valuation at selling price or selling 
price less definite costs of selling may 
properly be adopted where it is not 
possible to determine the cost of the 
items in the inventory and where 
there exists a recognized market and 
market price for the commodities. 
This method of inventory valuation is 
applicable in basic industries such as 
agriculture and mining. 


(c) In some instances the Retail Store 
method of inventory valuation may 


The Canadian Chartered Accountant, March, 1949 


properly be adopted. This method 
was developed essentially as a means 
of stock control but, because of its 
effectiveness, it has gained wide ac- 
ceptance among merchandising estab- 
lishments in addition to department 
stores where the idea originated. 
Where such a method of inventory 
valuation is followed consistently it 
provides a figure for the valuation of 
inventories which is reasonable for 
the measurement of periodic income. 


The principal considerations in the de- 
termination of the method of inventory 
valuation to be adopted by any particular en- 
terprise are (1) that the method clearly re- 
flects the income of that enterprise and, (2) 
that such method be followed as long as it 
provides a fair measurement of profits. 


OBITUARY 


The Late Ernest Malcolm Baker 
The Institute of Chartered Accountants of 
Quebec regrets to announce the death of 

Ernest Malcolm Baker in his 58th year. 


Mr. Baker was admitted to membership 
in the Quebec Institute in July, 1914, after 
passing the final examination, at which time 
he was associated with the firm of Robert 
Miller & Co., Chartered Accountants. He 
later became treasurer of the Canadian Salt 
Company Ltd., and when that company be- 
came part of Canadian Industries Limited 
in 1928, he was named general purchasing 
agent. In 1932 he was appointed division 





manager of the acids and general chemicals 
division and in 1938 assistant general man- 
ager of the chemicals group. In 1940, Mr. 
Baker became President of the McArthur 
Chemical Company Ltd., which at that time 
was a subsidiary of Canadian Industries 
Limited. 

Well known and highly respected both in 
the profession and the chemical industry, 
Mr. Baker's passing will be deeply felt by 
his many friends and confreres. 

The members of the Institute extend to 
his widow and children sincere sympathy in 
their great loss. 











Current Reading 


By R. F. Bruce Taylor, F.C.A. 





O, To be in England! 

OR THE RICHNESS of the brew 
and the lingering bouquet of the 
mixed metaphor, we have enjoyed this 
paragraph from the report of the chair- 
man to the shareholders of Mitchells and 
Butlers, Limited, the well-known brew- 
ers in the United Kingdom (The Econo- 

mist, January 8, 1949): 

In London we have taken over a fully 
licensed house with restaurant and snack 
bar, called “The Standard” in Piccadilly 
Circus. This is our first venture into 
the Metropolis, and I am satisfied that 
our products have been well received 
there. I feel sure the stockholders will 
endorse our policy of putting good 
honest beer right into the heart of the 
British Empire. 


Nobody Knows the Troubles I’ve Seen 


THE SAME issue of The Economist 

appears this complaint by the chair- 

man of Aerated Bread Company, 
Limited,— 

If we were operating in a free economy 
our resources would be sufficient, and 
we would be able to carry into effect our 
plans for improving, re-equipping and 
modernising our branches and develop- 
ing the business in a progressive man- 
ner in accordance with the declared 
policy of the board. But we are not op- 
erating in a free economy. 

Owing to the overriding requirements 
of the national economy, we are subject 
to restrictions and controls in every di- 
rection. Supplies of nearly every com- 
modity utilised in the production of our 
goods are restricted through the Ministry 
of Food to a percentage of our prewar, 
or other period, supplies; in consequence, 
our bakeries and factories cannot operate 
to full capacity and our limited produc- 
tion of these goods can be sold only at 


prices within certain limits imposed by 
the Ministry of Food. 

The engagement of new workers is re- 
stricted by the regulations imposed by 
the Ministry of Labour, and, incidentally, 
that department is unable to provide the 
numbers of workers we require in the 
factories, bakeries and branches. The 
Ministry of Works controls our expendi- 
ture on decorations and repair, and 
neither can the rebuilding of war-dam- 
aged premises be carried out nor can new 
building work be undertaken except un- 
der licence. The Board of Trade, by 
regulations, restricts supplies of china, 
glass, linen and other items of equip- 
ment. The acquisition of sites, with a 
view to the opening of new branches, has 
been brought virtually to a standstill by 
the unknown cost of development charges 
which may arise under the Town and 
Country Planning Act; the Ministry of 
Fuel and Power restricts our petrol. 

The Catering Wages Act imposes con- 
ditions which make it hardly practicable 
to carry out, on bank or other holidays, 
that service to the public of which we 
are so justly proud. And when we over- 
come all the difficulties attaching to these 
various restrictions and controls and 
earn a profit, the Chancellor of the Ex- 
chequer takes more than 50 per cent, and 
fails to grant adequate allowance for de- 
preciation, and any dividend to our stock- 
holders is at his request limited to not 
more than that paid in the previous year. 


Full Cycle 
An editorial of The Globe (Toronto) 
January 10, 1849. 

CANADA AND THE UNITED STATES 

We understand that there is every 
probability that the United States Sen- 
ate will, on an early day, take up the 
Bill of last session for more free trade 
between the States and Canada. We 
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hope this will turn out to be correct, and 
that both parties will, ere long derive 
the benefit of a connection so natural and 
so desirable. In announcing this fact 
the New York Herald says: “The people 
of Canada know little or nothing of the 
people of the United States.” We are 
inclined to think this an entire miscon- 
ception, for the intelligent of Canada can- 
not possibly be’ ignorant of the people, 
their own kindred, or of the institutions 
of so large and populous a part of the 
new world. But the people of the States 
know little of Canada. The Herald con- 
cludes by saying: “We have no doubt 
that in a few years Her Majesty's Prov- 
inces of Canada will be regularly solicit- 
ing admission to our Union.” 


It is strange that our neighbours’ bump 
of conceit is so strong that we can never 
approach them to buy their sugars or 
teas, or calicoes, and to give them our 
wheat and timber, but they immediately 
suppose we have fallen in love with their 
government. They may as well charge 
on the British people a desire for Rus- 
sian despotism, because they go there for 
tallow and hemp, or for the Chinese Gov- 
ernment because they buy their teas 
there. Our contemporary may rest as- 
sured that there are more in the United 
States who would be glad to exchange 
with the present government of Canada 
than there are in Canada who desire to 
join the States. But we wish the fullest 
free trade, consistent with the revenue 
interests of both countries. And we de- 
sire the most free, and intimate, and fre- 
quent intercourse, as best befits good 
neighbours and good relations. 


Hobby-Horses 
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members of the Association of Profes- 
sional Engineers of Ontario was a feature 
of the organization’s convention in Tor- 
onto recently. Though this was the first 
exhibition the engineers have held, the 
doctors have been following a similar 
practice for some time. The idea has a 
great deal to commend it, especially in 
the inspiration it provides for others to 
go and do likewise. 

It has often been said that hobbies are 
a means to mental health. There is no 
question that absorption in some interest 
apart from work refreshes and restores 
the mind and heart. Painting is, of 
course, but one method. Mr. Churchill 
has long enjoyed this hobby, and in a 
recent book recommended it unreserv- 
edly. It happens that this gifted man has 
some talent for painting, and the results 
he gets bring him intellectual satisfac- 
tion as well as emotional outlet. On the 
other hand, if one’s efforts at painting 
did not contribute to self-respect, it 
would be wiser to attempt a different 
hobby. 

Many a man who could not draw a 
crooked line would find singing, especial- 
ly with others, a most enjoyable pastime. 
It is said that choral work is out of 
fashion, although the amount of it that 
seems to be going on would suggest that 
it is having a revival. It is a good hobby 
in that it not only stimulates the esthetic 
element, but is excellent exercise. Sing- 
ing brings into play a surprising number 
of muscles, and if it is done properly 
and with imagination, benefits the whole 
body. Much singing done the wrong 
way can damage the health, as many a 
broken-down singer can testify. This 
would seldom occur under ordinary con- 
ditions, however. 

Music provides many other outlets in 
instrumental skills. The famous bridge- 


Wt HAVE on previous occasions 
stressed the value of hobbies as a 
means of mental recreation for the re- 
suscitation of a tired brain. A recent 
editorial in the Toronto Globe and Mail 
reminds us of our earlier efforts and we 
commend it to you. 

An exhibit of oil paintings done by 


builder, Ralph Modjeski, was an organ- 
ist of exceptional competence. Thousands 
of people of modest attainment, econom- 
ically and professionally, rejoice in the 
command of technique through which 
they make beautiful music. Others grow 
flowers, take photographs, uncover the 
secrets of nature, study the stars. 








Examination Results, 1948 





ALBERTA 


Final 
Passed: W. J. Astle, J. L. Baxter, W. 
J. Baziuk, E. W. Clarke, B. W. Collins, W. 
P. Gordon, B. C. Grineau, G. F. Nelson, 
R. D. Purvis, Miss D. G. Reid, B. D. Rich- 
ards, W. G. H. Robinson, L. R. Roberts, 
R. M. Tanner. 


Granted Supplementals: A. G. Austin, W. A. 
Davis, D. J. Grier, D. M. Jacquest, R. B. 
MacKinnon, H. K. Newinger, J. M. Rae, 
G. Y. Sommerville, G. A. Taylor, E. M. 
Wolfe. 


Prize Winner: Institute prize of $25.00 — 
J. L. Baxter. 


Intermediate 


Passed: T. H. Abernethy, W. K. Adams, E. 
W. B. Adamson, H. A. Bennett, R. W. 
Bowhay, A. H. Braden, R. W. Brookes-Avey, 
G. C. Ennin, J. B. Ferguson, J. C. Fowler, 
L. G. Gerla, D. A. Gibson, J. H. Greig, 
R. H. Gould, W. C. Howard, C. W. Ireland, 





H. M. Kelcher, R. P. King, W. R. McKin- 
non, W. E. Maxwell, A. K. Miller, D. W. 
Newborn, T. J. Rafter, J. R. Steele, F. H. 
Tippitt. 

Prize Winners: Institute prizes of $15.00 — 
J. C. Fowler and E. W. B. Adamson. 


Primary 

Passed: J. Andersen, A. M. Anderson, 
J EB bed J. E. Beaton, N. D. Blue, 

H. W. Cochrane, J. W. Devine, E. A. 
George, T. H. Grant, W. H. Gray, S. W. 
Hatch, D. S. Hooker, J. L. Hutchings, C. 
E. Johnston, W. H. Key, E. B. Long, E. B. 
McKitrick, K. A. C. McDowell, C. W. Mc- 
Intyre, B. E. McNamee, W. V. Miller, V. 
C. Morrison, D. A. Moulding, K. S. New- 
born, R. M. Packyn, R. D. Paugh, 
S. G. Pym, K. W. Quinn, J. Starck, J. L. 
Sadleir, C. A. Winger. 


Prize Winner: Institute prize of $10.00 — 
R. D. Paugh. 


BRITISH COLUMBIA 


Final 

Passed: E. C. Ackhurst, L. A. Baldock, I. H. 
Bell, E. Burnett, G. A. Chambers, H. G. 
Craven, E. C. Dixon, M. D. Graham, J. M. 
Hamill, H. R. Hobson, J. W. Hudson, W. 
R. Myhill-Jones, R. J. Nation, I. J. Rawlin- 
son, S. Routledge, D. L. Rumball, D. W. 
Smallbone, J. W. Stacey, J. M. Standeven, 
J. C. Yolland. 


Granted Supplementals: C. R. Craster, F. 
R. Darling, H. F. Field, M. Gandossi, J. 
D. Manson, J. A. Sutherland. 


Prize Winners: Institute gold medal for the 
highest ranking British Columbia Final can- 
didate — G. A. Chambers. 


Intermediate 


Passed: J. F. Arthur, R. G. Bell, P. G. 
Blades, R. T. Bodie, L. D. G. Brooks, A 
M. Clark, W. R. Clerihue, J. A. Crawford, 
D. G. Cruikshank, D. F. Culver, T. K. 
Fleming, R. L. Foster, D. F. Granger, E. 
S. Haynes, T. A. Hogan, W. G. Homenuk, 


F. W. Hurford, W. R. Lane, E. R. Link, 
A. R. Macdonald, J. M. MacDonald, R. T. 
McKean, F. K. McKenzie, R. H. Milne, P. 
V. Mylett, W. B. Oughton, J. C. Palmer, 
T. E. Powis, D. A. Robinson, D. A. Ross, 
M. R. Rushton, A. F. Sinclair, S. E. Stan- 
ford, J. B. Thomas, F. Waite, W. K. Wal- 
dron, H. R. C. Wallbaum, D. A. Young. 


Prize Winners: Institute silver medal for the 
highest ranking British Columbia Intermed- 
iate candidate — J. B. Thomas. 


Primary 

Passed: A. L. Adam, D. G. Bedgood, J. E 

Bragg, J. R. Brown, W. F. Burnett, R. B. 
Carter, E. S. Cridge, L. P. Dobbin, 1S 
Docherty, A. P. Dodd, E. A. Downey, W. 
C. Dunlap, D. P. Fletcher, J. G. Gardiner, 
R. A. Gourlay, G. Greenwood, C. T. Hill, 
J. N. Howes, H. M. Hughes, C. A. Johnson, 
A. C. Kay, I. T. Leslie, G. D. Leversage, 
K. M. Lightbody, H. A. Loiselle, D. J. 
Macaulay, W. D. McCubbin, J. MacDougall, 
L. W. Manuel, F. B. Mason, R. M. Mill, 
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R. S. Milner, R. K. Mitchell, G. F. Moore, 
G. E. Moul, G. K. Moreton, D. A. Munro, 
R. S. C. Nicholl, D. Noden, J. F. W. Parker, 
C. Paterson, G. C. Richards, T. F. Rose, 


D. H. Sprinkling, E. J. Trerise, J. W. Wilk- 
inson, B. Woods. 


Supplementals in English: H. D. Baker, R. 


G. Wall. 


MANITOBA 


Final 


Passed: J. W. Beech, J. I. Beli, G. A. Bergh, 
H. W. Burns, P. B. Crawford, B. D. 
Crookes, S. J. Down, R. C. Dunbar, H. J. 
Eck, G. R. Evans, J. G. Gates, A. G. Gem- 
mell, D. Halpern, L. R. Harris, F. Harrison, 
J. B. Hunter, R. Keeler, R. B. King, W. A. 
Krempin, A. W. Lindsay, W. L. Milne, F. 
C. Moncrieff, A. R. Morison, C. F. O’Brien, 
L. A. Ogg, C. E. Parker, G. V. Pearson, 
B. K. Pell, R. F. Phillips, W. B. Still, R. 
B. Vopni, E. B. Walker, L. G. Walker, O. 
Watters, and M. Zolf. 


Granted Supplementals: Miss D. Karn, P. 
Kohnen, J. B. Lonergan, J. Minuck, L. W. 
Parker, J. H. Quick, J. E. Rutledge, E. W. 
Sharp, C. R. Shaw, P. Sweiden, E. J. White. 


Prize Winners: $100.00 for sharing the posi- 
tion of the highest ranking Manitoba candi- 
date—A. W. Lindsay and G. V. Pearson. 

John Parton prize of $50.00 for ranking 
highest among the Manitoba ex-servicemen 
in the Final examination—G. A. Bergh. 


Prize of books for second place among all 
Manitoba candidates—G. A. Bergh and P. 
B. Crawford. 


Intermediate 


Passed: R. S. Ball, T. J. Batchelor, J. H. 
Bennett, H. E. J. Bergman, G. F. Boivin, 
W. Bromberg, R. Busch, W. R. Corner, E. 
L. Childerhose, J. R. Croll, O. M. Crowe, 
R. R. Davy, C. D. Dent, W. O. Dunsmore, 
L. Elhatton, N. V. Fanthorpe, M. Guttorm- 
son, A. Holding, J. R. Hughes, M. Hyde, 
M. Johnson, W. G. Konantz, G. Kowal, 
G. Kuntz, G. K. Lewis, J. R. Ligertwood, 
R. McCallum, E. M. McClarty, E. McFadden, 
D. G. McIntosh, A. Maruca, J. W. Minty, 
H. Morton, G. Ostry, S. J. Parsons, R. 
Quinton, M. Rankin, H. Robinson, S. Roha- 
tynski, I. Sexsmith, P. D. Shannon, C. J. 
Spearin, D. W. Stone, A. M. Tooley, W. 
Warms, D. H. Wheeler, and E. Winiarz. 


Prize Winners: W. A. Henderson Silver 
Medal and a scholarship of the value of 
$50.00 as the highest ranking Manitoba 
Intermediate candidate—D. W. Stone. 


NEW BRUNSWICK 


Final 
Passed: E. D. Wood. 
Granted Supplementals: W. McNichol, J. M. 
Killorn, P. M. Blanchet. 
Intermediate 
Passed: A. P. Adair, J. H. Harper, J. F. 


Lenihan, J. N. Burnham, R. W. Storey. 


Primary 
Passed: D. W. Cherry, R. D. Durward, H. 
F. Richards, J. A. Robertson, D. C. Mac- 
donald, P. O. Beaton, Miss R. A. Connolly, 
J. R. Anderson. 


NOVA SCOTIA 


Final 
Passed: R. H. Busche, H. E. Crosby. 
Granted Supplementals: W. G. Thompson, 
H. S. Wilson. 
Intermediate 
Passed: H. H. Veno, W. B. Draper, A. G. 


Conrod, B. W. Bishop, J. R. Moore, G. M. 
Murray, F. G. Penny, J. A. Reynolds. 


Primary 
Passed: E. W. Twohig, F. W. Peveril, E. A. 
Jost, H. F. Rhodenizer, M. L. Pitman, F. L. 
Munro, J. R. Kaulbach, J. F. Cunningham, 
L. J. MacKinnon. 
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ONTARIO 


Final 
Toronto 
Passed: A. F. Adams, J. W. Adams, L. F. 
Anderson, C. L. Anger, H. E. Bailey, F. N. 
Beard, L. Bennet-Alder, C. G. Black, R. P. 
Boddy, D. K. Cameron, S. P. Cash, A. T. 
Coates, B. H. Cook, J. A. Cooper, G. F. 
Death, W. K. Douglas, W. A. Dyer, G. P. 
A. Elmslie, W. E. Essery, W. W. Evans, 
E. D. Ferguson, G. D. Foster, I. B. Frankel, 
H. Giddens, M. Gluskin, A. F. Gregory, 
J. McL. Griffith, H. C. Haney, P. J. H. 
Hickey, F. L. Howard, J. S. Innes, A. G. 
Isbister, L. H. Johnston, Marion J. Laker, 
R. E. A. Lindsey, D. A. MacFarlane, D. K. 
Marquis, S. Mintz, J. M. Mulholland, W. M. 
Myers, J. L. McAlpine, G. I. Newman, N. 
P. Ovenden, A. Pal, G. N. C. Patterson, J. 
Perkal, T. M. Plewes, J. D. Porter, J. C. 
Reid, E. C. Robinsen, D. W. Rushforth, H. 
R. Sanders, H. Saperia, R. G. Saunders, A. 
Savlov, D. G. Scott, D. W. Shugart, J. H. 
Silverthorn, R. E. Singleton, R. M. Skinner, 
L. Soberman, A. T. Sorrell, S. S. Spencer, 
A. E. Stone, Mary E. Taylor, W. L. Taylor, 
G. A. D. Telfer, E. B. Thomson, C. H. Tod, 
D. W. Turnbull, A. G. Watson, H. A. Wat- 
son, E. A. Welch, G. O. Whitney, Margaret 
E. Williams, J. E. Wolfraim, I. C. Woolley. 


Granted Supplementals: C. R. Alderson, K. 
G. Allman, W. S. Axford, J. G. L. Bennett, 
E. D. Botsford, K. G. Brown, W. H. Buttrey, 
L. J. H. Campbell, B. G. Childs, C. B. Dales, 
G. E. Evans, R. A. Francis, L. Fruitman, 
Doris L. Gamble, M. P. Greenhill, R. Hen- 
derson, J. R. Hilborn, V. E. Hopps, N. 
Isaacs, S. Isman, Phyllis M. Lear, I. R. 
Martin, E. B. Meyers, J. G. Mitchell, J. A. 
Muir, G. D. Munro, J. W. McClelland, W. 
K. Nelson, D. B. Nicol, P. R. Peacock, E. 
Peirol, B. T. Pelman, P. Pinkus, J. E. Ru- 
pert, D. B. Snider, C. H. Sprackman, F. M. 
Stone, L. F. Stevens, G. B. Taylor, T. Tur- 
man, G. J. Tyler. 


Outside Toronto 


Passed: I. McM. Alexander, A. J. Black, S. 
M. Blunt, D. H. Bradley, M. C. Burnes, J. 
W. Carson, G. M. Clare, R. P. Copland, D. 
H. Francis, J. Funk, K. T. N. Lapp, D. J. 
Matthews, A. E. A. Merkel, C. W. Milner, 
L. R. McAlpine, E. E. McConnell, D. F. 
McKee, C. E. McNabb, R. G. Nesbitt, J. C. 
Pattinson, J. M. Read, H. E. Roper, R. H. 
Rose, G. H. Smith, R. B. Taylor, D. A. 
Waters, R. G. Woods. 


Granted Supplementals: C. G. Banghart, J. L. 
Chadwick, N. H. Easson, F. A. Grant, S. H. 
Humphrys, J. D. Jarvis, K. B. Kirkwood, 
N. H. Macdonald, R. P. Morris, E. B. Mc- 
Conkey, A. R. McRae, D. C. Pace, J. J. 


Phillips, W. M. Richmond, J. D. Rogers, 
Marion R. Seaton, J. F. Vaughan. 


Prize Winners: D.A.C.A. Gold Medal 
(Highest total marks in Canada)—A. G. 
Watson. 

Institute Gold Medal and Cash Prize: 
(Highest total marks in Ontario)—A. G. 
Watson. 


Institute Ex-Servicemen’s Cash Prize — 
A. Pal. 

W. T. Kernahan Cash Prize: (Highest to- 
tal marks in Auditing in Ontario)—R. McG. 
Skinner. 

E. R. C. Clarkson Gold Medal and Cash 
Prize: (Highest marks in Accounting I in 
Ontario) — R. P. Boddy. 

George Edwards Cash Prize: (Highest to- 
tal marks in Accounting II, III, and IV in 
Ontario) — Margaret E. Williams. 


Intermediate 


Toronto 


Passed: V. C. Abrey, M. Adams, R. G. 
Aman, D. Armstrong, G. V. Ashworth, W. 
J. L. Bailey, W. R. Beacom, R. H. Beau- 
mont, G. A. Beese, D. S. Bell, R. L. Boyn- 
ton, R. L. Brockington, S. B. Brudner, D. G. 
Campbell, B. C. Carpenter, P. G. Carr- 
Harris, B. M. Cohen, M. S. Cole, Gwen- 
dolyn C. Conmee, J. A. S. Cookson, D. L. 
Copeland, McQ. L. Couling, S. H. Coxford, 
W. V. Curran, G. F. Denning, E. C. Diren- 
feld, E. Dodd, H. G. Dowton, W. M. Doyle, 
P. J. J. Duggan, W. T. Dunne, D. B. Fields, 
R. Fisher, H. J. Funk, C. G. Garden, D. S. 
Grossman, G. M. Hamill, G. A. Harper, 
M. G. Harris, S. Harrison, H. S. Hazlett, 
M. D. Henderson, R. W. Hills, A. L. Hol- 
liday, G. E. Isaac, M. I. Jackson, W. K. 
Jones, D. R. Keedwell, J. Kerzner, A. Laing, 
D. S. Larke, J. McL. Lewis, F. L. Macdonald, 
C. B. Magee, H. C. Mason, S. J. Mendelson, 
W. R. P. Miller, W. S. S. Milne, D. B. J. 
Morin, D. P. Morrison, J. E. Mullen, J. A. 
McCleery, W. F. McCormick, A. M. Mc- 
Intosh, L. F. McKay, D. R. McMillan, H. 
Nisker, C. J. O’Keefe, M. Olynyk, G. W. 
Palin, H. Perlmutter, E. A. Pichora, R. W. 
Pogson, M. Pomerlan, A. J. Pomes, J. P. 
Prince, C. S. Rennie, S. Rhine, T. G. Robin- 
son, E. D. Rushbrook, L. J. Shaughnessy, G. 
J. Sheppard, T. E. Shultz, H. D. Skirrow, E. 
A. Smith, S. R. Smith, S. S. Sone, A. Soren, 
W. E. A. Stapells, N. Starr, F. I. Stephens, 
D. C. Stewart, A. S. Takimoto, D. E. Taylor, 
J. D. Taylor, A. K. Thompson, D. N. Tin- 
ston, A. G. Trickey, J. S. Turnbull, A. S. 
Venn, J. R. Vipond, J. K. Walker, D. S. 
Weicker, W. R. Weinstein, L. A. Wells, F. 
W. Wolman, L. G. Wren, J. A. Young, H. 
Yuffy, M. Ziman, S. M. Zweig. 
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Outside Toronto 


Passed: K. W. Anderson, R. B. Austen, L. 
A. Bellamy, W. C. Blewett, A. G. D. Boun- 
sall, B. H. Burns, A. Butler, P. F. Connell, 
L. K. W. Dorland, G. A. Duns, W. W. 
Frazer, D. C. Gillies, A. M. Grainger, J. 
A. Hartwell, J. E. Howe, R. B. Humphreys, 
P. T. Hunt, W. J. Jennings, H. E. Jodoin, 
H. R. Kemp, R. A. Knighton, I. L. Landau, 
D. A. Macfarlane, A. B. Mitchell, J. G. E. 
McWade, K. G. Myles, R. E. Nopper, C. 
E. Otton, D. B. Perrott, J. G. Prangley, 
R. J. B. Ray, R. E. Reedhead, W. J. Riley, 
E. A. Robinson, W. R. R. Savage, C. R. 
Simpson, L. A. C. Simpson, D. L. Storey, 
R. W. Surgenor, P. H. Uffelman, J. C. 
Ward, D. G. Wilson, J. C. Winlaw, R. G. 
Wright. 


Prize Winners: George A. Touche & Co. 
Ex-Servicemen’s Cash Prize (Highest total 
marks in Ontario) — D. L. Storey. 

Institute Cash Prize ‘ea a total 
marks in Ontario) — D. S 

Institute Cash Prize (Thisd ei total 
marks in Ontario) — D. B. Morin. 


Primary 

Toronto 
Passed: J. C. Aldred, J. A. Allen, R. G. 
Appleton, J. H. Barber, R. V. M. Barnett, 
R. F. Bennett, H. A. Brown, F. W. Burch, 
G. R. Butler, D. M. Cameron, E. W. F. 
Campbell, J. R. Campbell, B. G. Campin, 
K. M. Cannon, J. B. Carruthers, A. Chietera, 
J. E. Clarke, A. Cohen, K. Cohen, S. Cohen, 
C. M. Conway, J. P. De Paolo, W. J. Deten- 
beck, J. E. Eakins, L. A. J. Ewen, S. Fedder, 
M. W. Feldstein, R. A. Fielding, O. Fisher, 
G. W. Foster, L. A. Gaines, J. E. Goodwin, 
P. Greenbloom, W. D. Greene, W. O. Hard- 
acre, G. E. Hardy, G. K. Hargraves, H. M. 
Harris, J. D. Harvey, C. D. Henry, J. D. 
Hickman, M. Houser, I. I. Kellett, N. J. 
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Kenton, H. E. Knifton, L. Levenstein, J. D. 
Lewars, R. W. Linton, H. Litvack, R. A. 
Marquis, A. R. Martin, E. C. Matthews, N. 
W. Maybee, W. C. Meddick, R. B. Midghall, 
H. S. Mino, W. A. Moorhead, G. E. Murphy, 
T. L. McAnnulty, J. E. McCamus, C. R. 
McGee, H. R. McGuffin, S. A. McIntosh, 
G. McIntyre, L. Nickander, R. G. Nodwell, 
M. Ostofichuk, T. McP. Penton, J. G. Phip- 
pen, A. E. Powell, L. Rabinowitz, W. J. 
M. Ralph, D. Resnick, J. Revich, F. Risman, 
B. E. C. Rochefort, S. Rosenbaum, M. R. 
Rothwell, J. Rumack, D. M. Sanderson, D. 
S. Sellars, A. Sevenuck, H. M. Shafman, V. 
R. Shapiro, P. E. Sharp, N. Shelson, C. E. 
Sherk, T. I. Sherman, D. M. Sinclair, J. L. 
Shortly, D. W. Smith, E. Smith, A. Stark- 
man, J. H. Studd, H. Teplitsky, V. J. Thomp- 
son, H. Turk, B. Voldimer, G. R. Wallace, 
J. W. H. Walling, H. E. Walters, T. D. 
Wardlaw, W. T. Watson, N. R. Wettlaufer, 
E. T. Wheeler, W. White, P. H. Williams. 
M. Wolfish, L. Woodcock, E. D. Wright, 
A. Zoberman. 


Outside Toronto 


Passed: V. D. Allan, D. S. Ardley, J. I. 
Battler, B. Cardinal, J. K. Carlysle, J. A. 
Crawford, W. A. Critchley, R. W. Cum- 
mings, S. J. Curtis, W. Dabous, T. Davis, 
P. J. Freeman, J. C. Grant, R. A. Gionet, 
F. Grespan, S. L. Heath, A. G. Holley, K 
G. Hurd, D. Hutchinson, D. A. S, Kirby, 
K. R. Lescombe, R. R. Levesque. K. A. 
Lloyd, W. M. Mitchell, L. J. Morgenroth, 
N. P. Murphy, G. V. Neale, W. J. O’Hal- 
loran, R. W. J. Reinhart, F. R. Riley, J. F. 
Robinson, R. D. Russell, E. C. St. Dennis, 
K. B. Shultz, M. J. Stotesbury, W. F. Swing, 
tap Taylor, G. W. Wilson, K. D. Winter, 
J. A. Wyatt. 

Prize Winners: Institute Cash Prizes (High- 


est total marks in Ontario) — J. A. Allen, 
J. E. Goodwin. 


QUEBEC 


Final 
Passed: Etienne Albert, Jacques Allard, 
Michel Allard, J.-René Amideneau, Jean 
Barriére, Roméo Bastien, Roland Beaudry, 
Roger Bélanger, David Belhumeur, Gérard 
Blais, Alec A. Bloom, Dalma Boudrias, 
Roger Boulet, Marcel Boyer, Cyrille Brochu, 
Wm. B. Buckley, F. M. Campbell, Bertrand 
Caron, Saul Chait, Claude-B. Chaussé, Jean- 
Raymond Cherrier, Suzanne Coallier, John 
F. H. Connor, George D. R. Cooper, Leon- 
ard Cordes, Guy Marc de Carufel, Jean- 
Pierre de Montigny, Louis R. Desmarais, 
Raymond Dionne, A. C. Dunning, Roger 
Dupont-Hébert, Philippe Farmer, Julien H. 
Fayet, James Flavelle, A. Flower, Pierre 
Fortier, R. G. Forster, Emile Fournier, L. 


L. Fox, Charles D. Fraser, Sydney Freed, 
Georges Gagnon, Giséle Gagnon, Jean Gag: 
non, Henry L. Garber, John B. Gick, 
Howard Gilmour, James E. Giroux, J. H. 
Goldstein, A. W. Goodman, Maurice Goy- 
ette, P. H. Greenwood, Fernand Guérette, 
K. P. Hayes, Solly Hoffman, Raymond 
Houde, Jean-Louis Hubert, Edward L. Irwin, 
J. George Kenna, Stuart A. Kerr, A. F. La- 
marche, Bernard Lamoureux, Pierre Lecours, 
Jean-Louis Lépinay, Pierre Lesage, Lucien 
Létourneau, Roger Locas, A. M. Macaskill, 
Anthony L. MacTier, Lewis J. Manolson, 
Robert Marchand, René MclIsaac, Gordon W. 
McNeice, Robert D. Miller, Henry J. R. 
Newman, Paul-L. Noiseux, Bernard Pagé, J. 
Pfeiffer, Fred J. Phendler, Abe Pinsky, 
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Charles-E. Rivard, Charlemagne Robillard, 
Gérard Rose, Louis Rosen, Maurice Rozon, 
André St-Charles, Peter Samson, Marcel 
Savard, Ronald G. Scroggie, Pierre Séguin, 
A. D. Stanley, John F. Toller, Paul Trem- 
blay, André Trottier, G. M. Waterhouse, 
Wendell F. White; E. G. Whitehall, F. 
Norman Wilson, Jean Zalloni. 


Granted Supplementals: S$. Abramovitch, 
Raymond Alarie, Marcel Bastien, Alphonse 
Berthiaume, Gwynneth Bird, Gerald P. 
Boyle, Russell G. Bremner, Pierre Brosseau, 
Raymond Brosseau, H. L. Carstairs, D. P. 
Cassidy, Aaron B. Chazan, Maurice Clavel, 
Lionel Corriveau, J. W. Cunningham, D. H. 
Davidson, Pierre Dansereau, Henri de Cos- 
ter, Jacques René de Cotret, Louis Dufresne, 
Albert Gagné, Jean Gaudreau, R. A. Green, 
Alfred T. Holland, K. A. Houghton, Jacques 
Huard, Camille Jalbert, Marcel Jean, R. W. 
Jones, I. B. Karpman, Hector amme, Paul 
E. Laflamme, Jean-Paul Latendresse, Irving 
London, Abraham Madras, Louis-Philippe 
Maheu, Henri Masson, John G. McLaughlin, 
Gilles Moreau, S. Morris, George E. Mundy, 
Paul-E. Noél, Samuel Olioff, Gilles Papin, 
Paul-H. Paré, John G. Pike, Robert Racine, 
Martin Rossignol, Jean-Paul Rouleau, Wm. 
E. Taylor, George A. Thomson, Gérard A. 
Turgeon, Roméo Vézina, K. P. Wager, E. M. 
Wentworth, George W. Woods. 
Prize Winners: Alec A. Bloom — Institute’s 
Gold Medal and cash prize for obtaining 
highest marks in the Province. 

Howard Gilmour and Edward L. Irwin — 
cash prize, these two students tied in obtain- 
ing the second highest marks in the Province. 


Intermediate 


Passed: Donald James Ashworth, Hyman 
Banesovitch, Phil Bell, Robert George Buck- 
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ingham, H. A. Clarke, Robert N. Cockfield, 
Alfred Henry Cordell, P. Coristine, 
Melvyn A. Dobrin, Allen C. Dolden, J. 
René Dostaler, S. D. Elder, A. M. Garber, 
Arnold Taylor Gibb, Joe Sam Gold, Peter 
Wallace Grier, Michael Hugh Haffey, Ray- 
mond Hébert, A. D. Hubscher, Bernard Isen- 
berg, Allen Edward Jarrett, B. F. Lachance, 
Peter S. Leggat, Marjorie Lyons, Frank Mak- 
inson, H. Mann, Gilbert Mogil, George C. 
Morrison, N. R. Morrison, Joseph Edward 
Murphy, E. J. Newman, Alan J. Perrier, P. 
Pinkus, S. R. Pinkus, J. R. A. Poirier, R. A. 
Ramey, Sidney Reinblatt, Noreen Rich, 
Theodore Ronis, Benny Rosenbloom, A. C. 
Ross, G. D. Sandilands, Hyman Shinder, 
Abraham Shragie, D. M. Sillers, H. P. 
Struzer, Peter Stuart Taylor, E. B. Trivett, 
P. N. Wolkove, W. F. Yule, C. J. Zidle. 
Granted Supplementals: Gérald Arbour, Ed- 
ward G. Aust, I. A. Ballantyne, Nathan 
Bernstein, R. T. Bibby, Dudley Cecil Big- 
nell, I. Cohen, Francis John Daigle, J. G. 
Elliott, F. Flight, John Edwin Ford, R. 
Friedman, Victor Gagliardi, Moses Gerstein, 
T. S. Hannah, R. J. Lafleur, R. R. Lanthier, 
A. Latour, John Douglas Lehberg, Ian Mac- 
kinnon, Grant Stewart McRae, Albert R. 
Moore, J. Myles, K. R. O’Boyle, R. Pont- 
briand, Donald F. Pope, Hyman Rosenfeld, 
Sydney Shapiro, S. Sherman, A. L. Simon, 
P. C. Simpson, J. M. Skelton, Max Stein, 
Dave Stendel, Ralph A. Stevens, A. D. 
Thornton, Marcel Touchette, Albert Tzven- 
tarny, J. L. C. Vary, Jack Wiseman, Norman, 
Zucker. 
Prize Winners: George C. Morrison — In- 
stitute’s Silver Medal and Cash Prize for ob- 
taining the highest marks in the Province. 
Robert George Buckingham — Cash Prize 
for obtaining second highest marks in the 
Province. 


SASKATCHEWAN 


Final 
Passed: R. M. Dill, R. A. Frampton, J. H. 
E. 


Gordon, R. H. Purdy, F. C. Renouf, J. 
Williams. 


Part 1 Final 
Passed: B. M. Abbott, E. F. Bourassa, H. 
Hunt, L. O. Robinson. 
Granted Supplementals: E. W. Straus. 
Prize Winners: Watson Sellar prize of 
$25.00 (for the highest marks in auditing 
obtained by a student who passes the full 


examination on the first attempt) — R. H. 
Purdy. 


Intermediate 
Passed: R. H. Burroughs, G. A. Candler, W. 
Eluk, C. N. Gander, J. Gibson, C. J. James, 
W. E. Osborne (supp.), H. J. Pointer, E. J. 
Reynolds, L. R. Seaker, F. M. Spelliscy, K. 
L. Wilson. 
Prize Winners: Institute prize of $25.00 — 
R. H. Burroughs. 
Institute prize of $15.00 — L. R. Seaker. 











Professional Notes 





BRITISH COLUMBIA 


George Cowan & Company, Chartered Ac- 
countants, Vancouver, B.C., announce the 
admission to partnership of Norman Scott 
Cowan, C.A. The partnership will be con- 
ducted under the firm name of Cowan & 
Cowan, Chartered Accountants, Rogers 
Building, Granville Street, Vancouver, Brit- 
ish Columbia. 

it 

Mr. R. W. C. Hopkins, C.A., announces 
the removal of his offices to 709 Metropoli- 
tan Building, 837 West Hastings Street, 
Vancouver, British Columbia. 


QUEBEC 


The former partnership of Vineberg, 
Nadler & Company, Chartered Accountants, 
Montreal, has been dissolved. Mr. Peter 
R. Vineberg, C.A., has opened an office for 
the practice of his profession at 1244 St. 
Catherine Street West, Montreal, and Mr. 
M. I. Nadler, C.A., is now conducting his 
practice at 8754 Henri Julien, Montreal. 


NEW BRUNSWICK 

The Moncton Branch of the New Bruns- 
wick Institute of Chartered Accountants 
Students’ Society held an informal dinner on 
February 5, 1949 at the Moncton Curling 
Club. Mr. Alfred F. Gosling occupied the 
chair and the guest speaker was Mr. Clair 
Ganong, Managing Editor of the Moncton 
Transcript, who spoke on the subject “Your 
Newspaper”. Mr. Gagnon was introduced 
by Mr. Walter W. B. Dick, B.Com., C.A., 
and Mr. Victor Johnson proposed a vote 
of thanks on behalf of the Society. 


ONTARIO 


Messrs. Maxwell Stern, C.A., and Harry 
R. Sanders, C.A., announce the formation 
of a partnership for. the practice of their 
profession under the name of Stern, Sanders 
and Company, Chartered Accountants, with 
offices at 105 Hamilton Trust Building, 57 
Queen Street West, Toronto, Ontario. 


The Council of the Institute of Chartered 
Accountants of Ontario announces the ap- 
pointment of Mr. W. T. Millard, C.A., mem- 
ber of the firm of Millard, Rouse and Rose- 
brugh, Chartered Accountants, Brantford, 
Ontario, to fill the vacancy on the Council 
created by the passing of the late Mr. Wil- 
liam C. Benson, C.A. 

HOF ats 

Mr. Max Gluskin, B.Com., C.A., an- 
nounces he has opened an office for the 
practice of his profession at 123 Simcoe 
Street, Toronto, Ontario. 

ae 
The Chartered Accountants’ Club of Ottawa 

The Honourable R. H. Winters, Minister 
of Reconstruction and Supply, delivered an 
interesting address on Housing and Public 
Projects in Canada at the monthly luncheon 
of the Chartered Accountants’ Club of Ot- 
tawa at the Chateau Laurier February 9th. 

Approximately 90 members were present: 
Mr. James Ross presided. 


Students’ Branch 


A general meeting of all students in the 
Ottawa and Hull areas was held on De- 
cember 16th, 1948, at which a Students’ 
Branch of the Chartered Accountants’ Club 
of Ottawa was formed to promote educa- 
tional, social and sports activities among all 
students. Among those elected to the execu- 
tive were K. T. N. Lapp, President, and G. 
M. Welch, Secretary. 

The initial function was in the form of 
a highly successful smoker held on January 
17th which was attended by about 100 stu- 
dents and Chartered Accountants. 

* * * 

The Institute of Chartered Accountants of 
Ontario is holding its annual banquet for 
members and students on April 21, 1949, 
in the Banquet Hall of the Royal York 
Hotel. The guest speaker will be Mr. 
Graham Towers, Governor of the Bank of 
Canada. 
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NOTES AND COMMENTS 


IHE ENGLISH newspapers we oc- 

casionally have the opportunity to 
see never fail to amuse us with their 
presumptuousness. Their editors seem 
actually to suppose that subscribers buy 
the things to read and not merely to look 
at. The reader is assumed to be capable 
of persevering through austere columns 
of discouragingly small print for the 
sheer merit of what he is reading. 


Still, the paper that happens to have 
inspired these particular observations can 
hardly be said to be representative of the 
rank and file of the English press. As 
a matter of fact we have recently been 
browsing through The Manchester Guar- 
dian, no less. Feeling that anyone who 
can quote casually now and then from a 
paper like this is easily recognizable as 
a fellow of quality, we wish now to refer 
our readers to the January 6, 1949 issue 
of The Manchester Guardian. The sub- 
ject under discussion is the adequacy of 
depreciation allowed for tax purposes. 


The Federation of British Industries 
has now joined in the debate on the 
depletion of the industry’s capital by in- 
flation. In a letter to the Chancellor it 
suggests tax changes designed to allev- 
iate the lack of capital for the replace- 
ment or modernisation of fixed assets 
and the growing shortage of working 
capital. Prices have more than doubled 
since pre-war years, but profits have been 
restricted by price controls and by the 
tax on undistributed profits. It has there- 
fore been impossible for a large number 


of industrial companies to accumulate 
the additional capital required out of 
current earnings. 


There is a “real risk of industrial de- 
cline” states the letter, unless some relief 
is given at once. Two interim measures 
are proposed. One is a special fixed al- 
lowance to make up the difference, or 
part of it, between normal depreciation 
allowances and replacement costs. It is 
suggested that this might be equal to the 
whole depreciation allowance actually 
granted in 1945-6, the latest year before 
post-war re-equipment started. © Adjust- 
ments will be necessary to allow for 
special cases. Secondly, the shortage of 
working capital and finance to carry 
larger stocks might be dealt with by “a 
substantial reduction” in taxes on undis- 
tributed profits during 1949-50 and until 
notice. 


* * * 


The above quotation points up what 
we are apt to forget, that a high rate 
of taxation, such as the British apparently 
have, may well assume a greater accuracy 
in the accounting of income than is in 
fact achieved. When a tax takes nearly 
all of reported profits, it becomes essen- 
tial that those reported profits should be 
computed precisely, lest something more 
than the profits be taken in error. In 
the past the figure for profits has been 
designed to indicate the point beyond 
which further withdrawals by the pro- 
prietors would result in an “impairment 
of capital”. (An “impairment of cap- 
ital” from an accounting point of view, 
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is a reduction in the number of dollars 
of investment as at the beginning of the 
period.) But of course it does not mat- 
ter whether it is the proprietors or the 
tax-collectors who do the withdrawing; 
the result is all the same as far as the 
business is concerned. 

Quite apart from the question of the 
accuracy of the depreciation estimates in- 
volved in the measurement of income, 
there is the controversial matter whether 
even the right theory is being used in 
arriving at those estimates. It will be 
noted that the view is expressed in the 
above quotation that current earnings 
should provide for the maintenance of 
productive facilities. In other words, 
the profit figure available for withdrawal 
by proprietors and governments should 
be less than is presently the case, costs 
being what they are. The view is that 
depreciation expense should include an 
element to maintain plant and equipment 
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in the face of rising replacement costs. 
To be consistent of course, one must be 
just as enthusiastic about this theory in 
times of falling replacement costs, and 
no doubt the next decade will reveal the 
true enthusiasts. 

By present accounting theory, deprecia- 
tion is based on original cost and not 
on replacement cost. The accountant who 
is confronted with the plaintive ques- 
tion, “Where can we get the additional 
money needed to replace our equip- 
ment?” is tempted to answer unfeelingly, 
“Try issuing further bonds or capital 
stock.” But this in turn assumes an ade- 
quate supply of private savings in the 
hands of investors — which is not too 
secure an assumption at that if the in- 
dividuals themselves are subject to a 
high rate of personal tax. The English 
certainly seem to have their problems all 
right. 


Suggested Solution to Last Month’s Problem on Idle Capacity 
Because of their nature, fixed factory service costs are the same regardless of number of 
units produced, or number of hours worked. Therefore total expected fixed factory service costs 


are 200 units x 40 hours x .20c — $1,600. 


Loss from idle capacity: 


(8,000 — 7,200) hours x 1,600 = 


8,000 hours 
Fixed factory service price variance: 


$160.00 


$20 (favourable) 


FIXED FACTORY SERVICE 


Date 
1949 
Jan. 31 
Jan. 31 
Jan. 31 
Jan. 31 


Loss from idle capacity 
Factory service price variance 


Fixed factory service efficiency variance: 


Accounts payable and reserves for depreciation 1,580.00 Dr. 


Factory service in process (7,200 hours @ .20c) 


Dr. Cr. Dr/Cr Balance 

1,580.00 
160.00 Dr. 1,420.00 
Dr. 


1,440.00 


Fixed factory service in process Jan. 1, 1949 at standard cost— 


50% of (20 units x $8.00) 


Fixed factory service (at standard) added to production during 
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Less Fixed factory service in process Jan. 31, 1949 at standard cost— 
GO of (Bb -enite sw COND) sci Ee ac G. 












Fixed factory service (at standard) devoted to goods completed ........ 
Fixed factory service (at standard) included in goods completed 
Be We I Sacer ictneccai paren inet uaprcctcceiatnarccen 









Fixed factory service efficiency variance (unfavourable) .......... 


FIXED FACTORY SERVICE IN PROCESS 










Dr/Cr 


Balance 





Date 
1949 
eas. We Te acai eh iciiecknctcneiceirrcctcries 80.00 Dr. 80.00 
Jan. 31 From Fixed factory service ...........sssssssssssssssssseseess 1,440.00 Dr. 1,520.00 
SNE: ER. PRR IE assnsicicicnesitincscnsiccarcctciatcnconcivnets 1,200.00 Dr. 320.00 
Jan. 31 To Factory service efficiency variance ..........00 128.00 Dr. 192.00 



















Note: In our opinion it is not proper to use units produced as the basis for calculating loss 
from idle capacity, even assuming they are adjusted for their equivalent in terms of finished 
units included in opening and closing inventories of work in process. The exception must 
be of course where a problem provides data only in terms of units and not also in terms 
of hours. But final production in units is influenced by efficiency which should be measured 
separately, as a variance in its own right. 








Honest, We Wouldn’t Mind Waiting 


An article in the November 1948 is- only of getting the best men, but of keep- 
sue of Fortune must necessarily contain ing their most enterprising juniors. The 
some unconscious humour for at least a constant contact with other business ex- 


few of us. We quote the relevant ex- poses a bright young man to tempting. of- 
cerpt from page 120, fers. A Philadelphia banker said recent- 


. . » bankers might well ask themselves ly, ‘Hardly « month goes by that one of 


whether Gele owt evmemphads tes my junior officers doesn’t tell me of a bet- 
cocuslty may svt cote them many 0 peonie ter offer from one of the customers.’ In 
ing wocteie, Ta Dellas revently, 900 high banking, the final reward of assured so- 
echeol graduates were polled on thelr cial position, lifetime job security, and a 
choice of professions and no one cast & liberal pension may indeed offset the lack 
vote for banking. A few years ago a Bos- of immediate riches, but the man who sees 
ton bank tried interviewing promising it through must have fortitude. For a 
graduates from the Harvard Business junior officer trying to balance his bud- 
School and failed to win over a single get on $8,000 to $10,000 a year, the wait 
man. The banks also have a problem not for promotion can seem to be everlasting. 

























PROBLEMS AND SOLUTIONS 






Solutions presented in this section are prepared by qualified accountants and reflect 
of course the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 
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Problem I 
INTERMEDIATE EXAMINATION, NOVEMBER 1948 
Accounting I, Question 1 (10 marks) 


The financial statements of the Sweetie Chocolate Company are prepared as at 3lst: 
December of each year. 
In comparing the bank statement with the books of account of the Sweetie Chocolate 
Company as at 3lst December, 1947, the discrepancy in the two balances is accounted 
for as set out in the items (a) to (j) listed below, 
In order to adjust the books of account, indicate which of the five courses of action 
(i.e., 1, 2, 3, 4 or 5) should be followed, to give effect to each of the items (a) to (j): 
1. No entry required 
2. Debit Cash on hand and in bank 
Credit Profit and Loss 

3. Debit Cash on hand and in bank 
Credit asset or liability 

4. Debit Profit and Loss 
Credit Cash on hand and in bank 

5. Debit asset or liability 
Credit Cash on hand and in bank 

(a) Of the outstanding cheques, one for $1,090 has been outstanding since 30th Sep- 

tember 1946. 

On 28th December the bank charged back a cheque for $312, which the company 

had deposited the previous day, but which proved to be written on a non-existent 

account, 

(c) The bank has charged the company through the general account, for telegrams, 

postage, insurance, etc., totalling $63.25. This charge was made on 15th December, 

1947, but the bank omitted to send a debit slip to the company. 

On 31st December the company showed a deposit of $2,624.38. This money was not 

actually deposited until 2nd January, 1948. 

(e) The company accepted and recorded on its books of account, creditors’ drafts 
amounting to $4,132.32 during the month of December 1947. Of this amount, 
$1,232.32 was not due until 15th January 1948. 

(f) A temporary loan of $1,000 was arranged by the president of Sweetie Chocolate 

Company who instructed the bank to credit the general account, but he forgot to 

tell the bookkeeper of the company. 

The company had endorsed as guarantor, a personal note of one of its employees 

to the bank. The bank was unable to collect from the employee and had then 

charged the Sweetie Chocolate Company. 

(h) In November 1947 the company accepted a draft from a supplier in the amount 
of $1,334 in payment of the open account due in December 1947. In recording this 
draft, an error was made and the entry was put through as $1,224 

(i) During the month the bank collected notes for the Sweetie Chocolate Company on 
customers in the amount of $3,225. 

(j) The bank charged collection charges of $6.25 in connection with the notes referred 
to in (i). 

Note: Marks will be given for each correct answer and marks will be deducted for 


each incorrect answer. Candidates are advised not to guess. 
A short explanatory comment may be made in respect of any of the foregoing if it is 


desired to explain the reason for the course of action selected. If such is done, a separate 
sheet should be used. 

Instructions to Candidates: This page may be handed in with your other answer sheets, 
after you have indicated your answers by the numbers 1, 2, 3, 4 or 5 as instructed above. 


(b 


— 


(d 
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Solution 
(a)—I (b)—5 
(c)—4 (d)—I 
(e)—3 (f)—3 
(g)—S5 (h)—S 
(i)—3 (j)—4 

Problem 2 


INTERMEDIATE EXAMINATION, NOVEMBER 1948 
Accounting I, Question 2 (15 marks) 


(a) If the following captions appeared on a balance sheet, state briefly what each balance 
would ordinarily represent: 


i. 
ii. 
iii. 
iv. 
v. 
vi. 
vii. 
viii. 
ix. 
x. 


Reserve for contingencies 

Reserve for appraisal of plant 

Reserve for income tax 

General reserve 

Sinking fund reserve 

Inventory reserve 

Reserve for premium on sale of capital stock 
Reserve for allowances to customers 

Reserve for sales discounts 

Pension reserve. 


(b) Where on the balance sheet (i.e. in what section) should each of these appear? 
(c) Can exception be taken to the use of the word “reserve” in any of the above instances? 
Discuss briefly. 


(a) 


Solution 

Provision against possible losses or items which may become liabilities but which 
cannot be foreseen at the present time, It may represent an appropriation of surplus 
to prevent liquid resources being paid out in dividends when it is desired to retain 
them for an undetermined contingency such as a general deflation of prices or a 
possible loss of a iarge contract. It should appear with the capital stock and surplus 
as part of the proprietorship but more often it appears as a separate heading under 
reserves. 


ii. Surplus which has arisen when the plant was appraised and set up on the books 


ii 


at an appreciated value. This item should appear in surplus section, OR as an 
appropriation of surplus to show a decline in the book value of the plant below 
cost which became known as the result of an appraisal. It might be deducted 
from the fixed asset, shown under the reserves for depreciation. 

i. Provision for current liability on account of taxes on income. It should appear 
in the current liability section. 


iv. An account created by a tranfer of surplus which indicates an intention not to 


declare dividends at present from the portion of surplus: transferred. It should 
appear as part of surplus though it often is shown under reserves. 


vy. This reserve may be brought into existence by a charge to expense or a charge to 


vi. 


surplus, It may be a liability, asset valuation, or proprietorship reserve. The fea- 
ture distinguishing it from other reserves is that readily realizable assets of the 
same amount have been set aside to be available for the purposes of the reserve. 

It should appear in the appropriate section of the Balance Sheet depending on the 
type of reserve it is. 

Provision made against the contingency that inventory values may decrease materially 
in the future, resulting in a loss in respect of inventories. It should appear in sur- 
plus section. 
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This may also be a reserve to bring down the inventory value for some reason, i.e. 
when replacement value by the company are lower than cost or replacement on 
the open market or when the inventory is valued at cost and the market values are 
lower. In these cases the inventory reserve should be deducted from the inventory. 

vii. Surplus resulting from the sale of par value capital stock at a price in excess of 
the par value. It should appear in proprietary section. 

viii. Provision made against the possibility that customers whose balances are included 
in accounts receivable will return defective or unsatisfactory goods. for which they 
will be granted an allowance. This caption should appear in current liability section, 
or alternatively deducted from the receivables. 

ix. Provision made against the future discounts to be made on the accounts included 
in accounts receivable, It should appear in current liability section, or alternatively 
deducted from the receivables. 

x. Provisions from surplus or earnings for employees’ pensions. It should appear in 
liability section if irrevocable, or as a segregation of surplus if not. 

(c) The term reserve is used in the above to indicate asset valuation accounts, liabilities and pro- 
prietorship accounts, Reserve, in its ordinary meaning, is something set aside. It would 
seem, therefore, to be most applicable to those portions of surplus set aside for specific 
purposes. Asset valuation accounts must be provided in order to arrive at an accurate 
figure for the net profit and the same applies to liabilities. In the interest of a more 
readily understandable terminology, it would seem wise to use a term such as “allow- 
ance” to designate the asset valuation accounts and “provision” to indicate the liability 
accounts, leaving the term “reserve” for reserves which can be included as part of the 
proprietorship. 


Problem 3 
FINAL EXAMINATION, NOVEMBER 1948 
Accounting I, Question 1 (20 marks) 


An examination of the audited statements and records of the Canny Company Limited 
shows the following: 
(1) Net profits and net book assets for the past five years were: 


Year Net Profits Net Book Assets 
1947 $360,000 $3,200,000 
1946 350,000 3,000,000 
1945 330,000 2,800,000 
1944 320,000 2,800,000 
1943 240,000 2,200,000 


(2) The Canny Company Limited has no long term liabilities and its current liabilities 
remain at a fairly constant ratio to the current assets. 

(3) The net profits shown above for the years 1943-1947 are found to be properly cal- 
culated. The only unusual item is the inclusion in the 1944 profits of $20,000 profit 
realized from the sale of fixed assets. 

(4) On Ist January 1948, an appraisal of the company’s assets was made which showed 
a fair value for fixed tangible assets to the company as a going concern of $2,000,000 
and a value of $1,000,000 for the net current assets. 

From the data covering eleven similar enterprises the rate of operating net profits to net 
book assets is found to range from 7% to 9% in the case of nine companies, and to be 
4% and 17% for the other two companies. These rates were ascertained from a a study of the 
recorded operations over a three-year period. 

Available evidence of operating and marketing conditions points to a fairly stable earn- 
ing power for the Canny Company Limited for the next 4 to 6 years at least, 








The Students’ Department 


141 


Note:The following table shows the present value of 1 per annum: 


Years 4% 

2.77509 
3.62989 
4.45182 
5.24213 
6.00205 
6.73274 
7.43533 
8.11089 


SOmMNIAN Aw 


_ 


Required: 


5% 
2.72324 
3.54595 
4.32947 
5.07569 
5.78637 
6.46321 
7.10782 
7.72173 


6% 
2.67301 
3.46510 
4.21236 
4.91732 
5.58238 
6.20979 
6.80169 
7.36008 


71% 
2.62431 
3.38721 
4.10019 
4.76653 
5.38928 
5.97129 
6.51523 
7.02358 


8% 
2.57709 
3.31212 
3.99271 
4.62287 
5.20637 
5.74663 
6.24688 
6.71008 


9% 10% 
2.53129 2.48685 
3.23971 3.16986 
3.88965 3.79078 
4.48591 4.35526 
5.03295 4.86841 
5.53481 5.33459 
5.99524 5.75902 
6.41765 6.14842 


(a) An estimate for a prospective buyer showing three different calculations of the value 
of the Canny Company Limited as a going concern as at Ist January 1948. Show a separate 


figure for any intangibles included. 


(b) A letter of transmittal addressed to the prospective buyer, indicating a preference 
for one of the calculations arrived at in (a), and setting out the reasons for such choice. 
Solution 
(a) On the basis of the information given, money invested in this enterprise should earn 


8% per annum. 


For the basis of calculating goodwill, since the future condition is stated for 4 to 
6 years only, the purchase price should be on the basis of 5 years’ operations. 


NET PROFIT TO BOOK ASSETS — 1947 INCLUSIVE 
% Profits to Net Book Assets 


Year Net Profit 
1947 $ 360,000 
1946 350,000 
1945 330,000 
1944 300,000 
1943 240,000 
$1,580,000 


Net Book Assets 


$ 3,200,000 
3,000,000 
2,800,000 
2,800,000 
2,200,000 


$14,000,000 


Weighted average rate of net profit to book assets: 


11.2% 
11.7 
11.8 
10.7 
10.9 


1,580,000 x 100 — 11.3% 


14,000,000 


Anticipated future profit for 5 years — 11.3% x $3,200,000 x 5 = $1,808,000 


or 361,600 per year. 


Normal earnings on book assets @ 8% = 8/100 x $3,200,000 — 256,000 per year 


Excess annual earnings 


== $ 105,600 per year 


(a) Strictly speaking the value of the goodwill should be calculated as the present value of an 
annuity of $105,600 per year for 5 years @ 8%, which is $105,600 x 3.99271 —= $421,630. 


Purchase price: 


Tangible assets — going concern value ccscccsecsssessersssscsssessseresssseesesnsessseserseeseees $3,000,000 
MOONEE. <  sivnsasescsstsesecicstisblainssaciviaisainissciulbseliichitanitahamapanisanalaspnabiabesahicaadiiiis 421,630 
$3,421,630 


Or 


(b) On basis of 5 years’ purchase price of estimated excess earnings: 


Tangible assets—going concern value 


GOON | ececssaccnisccsiessinsscnittinsttbibeduaaibiaainapitainia ataincisiasaesate 
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Or 
(c) On the basis of assets which will earn @ 8% orcccceccccscscscssecssseeseees $ 361,600 
Total payment 100/8 x $361,600 .........c.cccssssscscserssesesesssssseessesessseere 4,520,000 
TIONS cits tsaciiscseslesbe sci pikaniteicaeladiiaasihhibdlipeasictiaaistitiyciisiahaens $3,000,000 
CIID, isiiiniosncctshvsiintsindiicsesesieseshillidnsshokiclenstbbibpesensttinslepveasetninens 1,520,000 
Problem 4 
FINAL EXAMINATION, NOVEMBER 1948 
Accounting I, Question 2 (15 marks) 
GOLDEN PRAIRIE MANUFACTURING COMPANY 
BALANCE SHEET (Summarized) 
As at 31st December 
Desit BALANCES: 1946 
i hae ara ai) ce tcc ctonciin dct san nticenslicaslsthaasibsustiisiieds $ 3,710 
NS AERIS | LUBE) «ccsciccceccssctsescssssivihitiveb Nbleadillipssanansitdancinnescinioniecsion 32,490 
Notes receivable (net) 25,620 
i, 24,650 
I Ne NING is iis cncecicsscisscinistlehsnisssibibtavepesbaicbbiitnitendspssbiainaleseatisins 539,200 
Machinery and equipment . 847,760 
IN. spisudebcdh alegbicnchivaesesedalstishvcaenpssiestacipaticbersnstlceakictaliacthcicinissioabicesns”  —‘Sehaopueae 
Goodwill 1,600 
PN INES 5 sai ciscscachecccsonceccrsavacancoceecta tee aiaaactcckca ssceumsasovsaceneseeentode 2,010 
$1,477,040 
CREDIT BALANCES: : 
RN IID cath cnsecccsacet sets tetas hnamnpaseapnennstinsntevssancbalastaiecianeabteorsiotonne $ 30,100 
Notes payable (and accrued interest) ......-..scsccocsssssssssssseserssesssssssssessseees 32,300 
RUNNING II 6 sbi ati ndbnaasinhenneventempsceetayees 180,000 
Allowance for depreciation 156,700 
Capital stock COMMON . ....s.cccssssessees 690,000 
IIIT OIE PIII ON 555 25a ccna ecncheceictancaaninsteaseiensiesbiasentee _ aepaibabubis 
SP Wien arerc eee casera soo anes eos becctctucusora sav cracs Haodhcansadevssctbastancttanetebetebiciesbaioess 387,940 
$1,477,040 


PROFIT AND LOSS STATEMENTS (CONDENSED) 
For Year ending 31st December 





1946 
NI acs naiiadeinsguanaiominbiitonsonnnnibmmnontogmeniesonentebionst $ 702,975 
Cost of goods sold (including depreciation)  ..........ssssessscssssssessesseneeseseess 515,515 
I UNNI IN cas cccokan cosnppenoscndovepemnebensabcventbne $ 187,460 
Re NE i cccinicieitcrecistteeceniestineneetinienanniipcncanedinanien $ 40,800 
Administrative expense 44,310 
BI RIIRND.- 1555: scccalsicnsstts hace ciisicanisinnatiienastiteadaaneiblangtandeinibiaaiioanites 18,900 





Gia CIR: scsicicitancsitesteeviniinnstielasianasianitnitiaahcisvintiia 


$2,903,540 


$ 116,410 





1947 
$ 2,650 
77,190 
51,170 
81,480 
1,001,300 
1,642,400 
7,000 
10 
40,340 


$ 62,600 
80,700 
517,000 
425,200 
1,200,000 
170,000 
448,040 





$2,903,540 


1947 
$1,001,205 
732,445 


$ 268,760 


$ 62,070 


66,200 
24,080 
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eae Way COD ‘aid ac OR ee et $ 12,800 $ 27,020 
BARONS ‘Grell GOCET PERS CARO Sai cccscsccecescccecsssccosectosecsesocsisocicesopensoacaestesbaes 28,260 27,100 
Goodwill and organization expense Written Off .........c..sesscsessceserssesesseees 2,190 2,190 
BOE RIE, stlavsscatssbsnentensioadcesactarbtbcacscnses pedals tee rhea reeset etame $ 40,200 $ 60,100 
Required: 


The minority shareholders have requested a Chartered Accountant to review the state- 
ments on their behalf. What points should occur to him as being worthy of inquiry respecting 
a comparison of variances in the foregoing balances as at 3lst December 1947, and 3lst 


December 1946? 


Solution 


An analysis of the statements shows that:— 
Funds were derived, during the year, from:— 














RTI Ress caichacescechccaeencteatsansiecttsscenccasvchsonstssesonensebaceosiniapanasencotonces $ 60,100 

Add—Depreciation — ....s.scccssccssssseree 268,500 
Non-cash write offs 2,190 $ 330,790 

GO UII I scccisesisciancesicacesonsccsisinanstiaeistathactntastaissiapsntaociies $ 680,000 

Issue of long term liabilities 337,000 

$1,017,000 
Cmts: EXscperiatin: GE Bimmer: sich sewesissstcsssacsncentthecseinsdrccectcisvomintabindi 38,930 978,070 
$1,308,860 

Funds were utilized to:— 

Purchase additional land and buildings $ 462,100 
DERCREEG URE CUTIE | sessccivcessesiesesessoessenssenticintasentonsiniaesnianeitos 794,640 $1,256,740 
Increase working capital 45,120 
UC PCOS soisacserstitiercsistchansiecipinrscssoniencimeenebdeeaes 7,000 
$1,308,860 


Apparently, because of increased facilities, sales were increased by approximately 
$300,000 or 42%. Since the margin on sales increased slightly as well, the gross margin 
increased by approximately $81,000 or 43%. 

Before the advisability of the expansion program can be determined, it would be necessary 
to find out why sales increased only 42% while the fixed assets increased by 91% and in- 
vested capital by almost 100%. This might, quite reasonably, be because this is the first 
year of the expansion program. In any event, the longer range sales expectations, along 
with cost of production expectations, should be ascertained. 

While it might be in order that selling expenses increased roughly in proportion to 
sales, the fact that administrative expenses did likewise should rouse inquiry. The reason- 
able expectation is that they should, as a % of sales, decrease as volume increases. 

The depreciation charged during the year amounted to $268,500. The machinery and 
equipment, and buildings purchased during the year amounted to $794,640., and $462,100 
respectively. Even assuming that depreciation should have been provided for the full year, 
at 10% on machinery and equipment and 5% on, say 90%, of land and buildings, the charge 
for the year would have been only $209,300. Enquiry should be made as to the validity of 
the depreciation charged. 
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In the broader aspect, critical scrutiny should be made of the management policy. The 
profit, as recorded and adjusted by $59,200 in respect of depreciation, before taxes, increased 
from $68,460 to $146,400 or from 6.3% on net assets to 8.1% on net assets. 

In light of this apparent higher rate of return, undue (?) increase in administrative 
expenses and unduly (?) high depreciation charges it appears that the management are 
attempting to keep the recorded profits to as small a figure as possible, Until these proba- 
bilities are explained and the reasons for any such action, if such it proves to be, are dis- 
closed no program of action by the minority shareholders can be worked out. 


THIRD ANNUAL MEETING 
of 
THE CANADIAN TAX FOUNDATION 


Election of Governors 
Addresses of Chairman and Director 


New chairman of the Canadian Tax 
Foundation for 1949 is Mr. W. G. H. 
Jephcott, F.C.A., of Toronto. The new 
vice-chairman is Mr. H. C. F. Mock- 
ridge, K.C., of the same city. These 
officers together with the following 
Board of Governors, were elected at the 
third annual meeting of the Foundation 
in Toronto on February 2. 


Governors for 1949 

A. Irvine Barrow, C.A., Halifax; C. 
C. Calvin, K.C., Toronto; K. LeM. Car- 
ter, F.C.A., Toronto; J. R. Church, C.A., 
Vancouver; Rosaire Courtois, C.A., Mon- 
treal; F. M. Covert, K.C., Halifax; K. 
W. Dalglish, C.A., Montreal; F. E. H. 
Gates, C.A., Montreal; T. A. M. Hut- 
chison, F.C.A., Toronto; W. A. G. Kel- 
ley, Toronto; Hon. Frederic A. Large, 
K.C., Charlottetown; C. W. Leach, C.A., 
Montreal; C. W. Lynde, C.A., Winni- 
peg; J. A. MacAulay, K.C., Winnipeg; 
R. deWolfe MacKay, Montreal; H. L. 
McMackin, C.A., Saint John; W. A. 
Morrell, F.C.A., Amherst; K. J. Mor- 
rison, F.C.A., Calgary; G. R. Mun- 
noch, K.C., Toronto; W. S. Owen, K.C., 
Vancouver; L. Phillips, O.B.E., K.C., 


Montreal; C. S. Richardson, K.C., Mont- 
real; A. B. Shepard, F.C.A., Toronto; 
W. Givens Smith, C.A., Regina; H. H. 
Stikeman, Montreal; Andre Taschereau, 
K.C., Quebec; M. G. Teed, Saint John; 
J. Ross Tolmie, Ottawa. 


President’s Address 


Retiring chairman, G. R. Munnoch, 
K.C., of Toronto, in his review of the 
Foundation’s activities and progress in 
the past year, pointed out that with in- 
creased space and revenue more facilities 
would be provided and that steps would 
be taken to add to the staff, as well as to 
utilize the services of specialists from 
both sponsoring professions. 


Dealing with the recommendations 
submitted by the Foundation to the Gov- 
ernment upon the revised Income Tax 
Act, Mr. Munnoch said: ‘““When circum- 
stances make it necessary or desirable to 
put forward recommendations to a Gov- 
ernment on tax legislation, it is a moot 
point whether the two Dominion-wide 
Associations representing the sponsoring 
professions and the Foundation should 
each submit separate recommendations. 
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At the present time, the majority opinion 
is favourable to this being done having 
regard to the distinctive contributions 
that each of the sponsoring professions 
is particularly qualified to make on a sub- 
ject of this kind.” 

It was planned that as a preliminary 
to future Tax Conferences the system of 
study groups on particular topics would 
be developed further and that the re- 
ports of these groups would be circulated 
to all members well in advance of the 
Conference. 


Project on Succession Duties 


The work of the special committee on 
succession duties will continue during 
the current year, said Mr. Munnoch, and 
inquiry will be made as to the validity 
of the underlying principles. _Interest 
in this subject had been powerfully stim- 
ulated by the challenging address which 
one of the Foundation’s members, Mr. A. 
Roy Courtice, delivered at the Confer- 
ence. This address, said Mr. Munnoch, 
was regarded by many as the most 
thorough discussion of the subject that 
had yet been put on record by any one in 
Canada within the limitations of an af- 
ter-dinner address. 

Preliminary inquiry has been made in- 
to the question of provincial taxation of 
corporations, and a report will be pub- 
lished dealing with the concurrent impact 
of the taxes to which companies are ex- 
posed by reason of doing business in 
more than one province and the inequi- 
ties which now arise by reason of con- 
flicting or inconsistent provisions. A 
second report will follow suggesting 
remedies and improvements. A qualified 
study group will be convened to deal 
with the second of these reports. 

The time has now come for the Foun- 
dation to undertake new enterprises of 
broader scope, said Mr. Munnoch, and an 
inquiry into the taxation of corporate in- 
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come and dividends has been authorised. 
This inquiry will extend to other prob- 
lems arising from the distinction between 
the corporate entity and the beneficial 
owners. A special aspect of this matter, 
he added, is the taxation of co-operative 
enterprises and the legislation recently 
introduced on this subject will be re- 
viewed by the Foundation. Mr. Mun- 
noch emphasized that in dealing with 
such matters the Foundation will make 
its own findings of fact. 


Speaking of the relationship of the 
Foundation to its two sponsoring Asso- 
ciations, Mr. Munnoch said, “I think it 
would be appropriate to suggest the wis- 
dom at the present time of leaving ques- 
tions of technical detail, calling for 
special experience in tax practice, to be 
dealt with by those representing the two 
sponsoring professions and that matters 
which concern the underlying policy of 
taxation and so requiring extensive study 
or research should be assigned to the 
Foundation.” 


Membership in the Foundation is now 
391 individuals and 62 corporations, an 
increase of 334 and 21 respectively, and 
it is hoped to add substantially to these 
numbers during the coming year. 


Address of Director 


In his address, Foundation Director 
Monteath Douglas stated that the Foun- 
dation would this year commence publi- 
cation of a bulletin for members in or- 
der to keep everyone in touch with the 
Foundation’s activities, as well as news of 
developments of interest to members. 
The Foundation will also publish reports 
or papers at irregular intervals on par- 
ticular topics, either resulting from stud- 
ies by the Foundation or contributed for 
this purpose. In the course of time, said 
Mr. Douglas, it may be possible to com- 
bine both elements in the form of a 
regular periodical. 
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The sure way of keeping important 
file papers neatly, safely, and 
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pressboard is “the touch 
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